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PROCEEDINGS OF A CONFERENCE WITH THE FEDERAL
RESERVE BOARD OF GOVERNURS AND CHEHAIRMEN AND
FEDERAL RESERVE AGENTS OF THE FEDERAL RESERVE

BANKE.

Weshington, D. C.,
Tuesday, October 10, 1922,
The Conferenee with the Fecderal KReserve Board of the

Federal Reserve Gavernors and the Chalrmen and Federal ke-

serve Agents of the Federal Rescrve Banks wes cslled to

order in the Board Room of the Federal keserve Board,
Treasury Building, Washington, L. C., at 10 o'clock a.m.
on Tuesday, Oetober 10, 1922,
Present:
Hon. Edmund Platt, Vice Governor of the Federal
Reserve Board (Presiding)
A. C, miller, member, Federal Rescrve Board.

John R_ liitchell, Member, Federal Reserve
Board.

C. S. Hemlin, Member, Federal Reserve Board.
D. R. Crissinger, Comptroller of the Currency

and ex offielo liember of tle
Federal Reserve Board.
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Alsos
vharles 4. norss, Governor, rearral Heserve Bank of
Boston,

Benjamin Strong, Governor, Federasl Reterve Bank of

George «#. Norris, Governor, reazral Reszrve Bank of
FPhilsuelphisa.
E. . Fencher, Governor, rederal keserve Bsnk of
Cleveland,
George J. -eay, Governor, Fecd<ral heserve Bank of
Richiwond.,
¥ellborn, Governur, kederal heserve bank of
At lanta,
mcbougal, Governor, reaeral heserve Bank of
Chicago.
Biggs, Governor, rederal Keserve Bank of
st., Louls,
Young, Governor, PFedersl rKeserve BRank of

iinnsspolis.

Balley, Governor, Fecueral ke erve Bsnk of

nancas City.

Calklins, Governor, Fecersl heserve bank of

>an francisco.
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John Perrin, Chsirisn and red:ral heserve agent, red-
ersl Kes=rve Bsnk of s58n Frencisco.

¥redsrick E. Curtiss, Chslrmen end redersl Keserve
agent, rederal keterve Bank of Boston,

Pierre Jsy, Cheim.an snd rederal he.erve Agent, Federsl
kessrve Bank of New York.

Ko L. Austin, Chairman snd recsral neserve Agent,
reaseral Heserve Bank of Philauelphia.

Caldwell hardy, Cneirmsn snd redcral heserve Agent,
Federal keserve Bank of Kichwmond.

Joseph A. mcCord, Chsirmsn 2nd rederal Keserve Agent,
Federal Reserve Bank of Atlanta.

#%illism 4. Hesth, Chsirmen snd rederal keserve Agent,,

Fea-ral Reserve Bank of Chicago.

4i1lism weC. wsrtin, Chsirman snd reueral keserve Agent,

Feceral Reserve Bonk of ot. Louis.,

john E. kich, Vheirnsn snc rederal Reserve Agent,
Feceral heserve Bank of winneapolls.

v, C. @ills, Chsirman and rederal neserve Agent,
Federal Kecerve Bank of Cleveland.

Ass 5., kamsay, Cheirmasn snd rederal heserve Agent,

Fedasral Recsrve Bsnk cf Ksnsas CGilty.
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¢
#illiam ¥. Ramsey, Chairaen snd fec.ral Keserve agent,
Federal Resarve Bank of uLsllss.
Gecrge L. hsrrison, uvseputy Governor, Fecdcral Reserve
#ank of New York, snd .ecretsry to the Coniersence

of Governors.

FPROCELLINGE

Vice Governor Platt: Gentlenen, we have s rather
long program sné I suppose 1t 1s sdvisable thst ws get
started ss prouptly s- we can. I know you sll regret that
Governor herding is not here to conduct the proceealngs,
end it becowes my duty to open this conrersencse.

The Bosrd has no con:ciderable nuwber of thilngs to add
to the progrsm, which I think you will be glaed to know.
The program is sireedy long and has nany interesting things
on it, snd it is the ides, I bslisve, of the Board snd I
rresune of the Conrerence also, thst th: dlscussion of the
Federal Reserve crealt policy will come 2t the Joint Conrer-

:nce, arter you ge=:tlenen have coupletea your separsate

conterences as (Governors and redcrel heservs agents, That

Joint Conference will perhsps be held on Thurscay, although

I do not know just when you are likely to get through,
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slthough I cuppose it will probsbly be Wednesdey eveniug.

I do not know that it 1s necss:ary to call psrticular
sttention to the varicus iteis on t:s progran, thst is, 8s
to some oi them belng more iiportant thsn others. ..2ny of
then are matters with which the Board has no very great
concern, slthough the Board is interested in them. Richuond,
I bellieve, is going to bring wup the interesting gquestion

5y il % tt
with regard to the interpretation or ths word "borrouer,

£ 3 p not
having been in more or less aiscucciop with the Boara s

counsel ss to wnether or not the encorser is the borrouer
or vhsther the borrower 1s scescarily the maker of the
note, The juestion caie up on the reaiso unting of some
cattle paper, a cattle desler who sold cattle to vsrious
tarmers snd took thelr notes. In this case the Board le
trying to help the rarner, theobetically, and the rederal
ressrve cank is trying to sit on hiu.

There L& one juestion which l: not on the progran,
but which ie rather inters:stliug snd perhaps should heve
some little ciscussion, and thst 1s the juestion of re-
ssrves, #cllowing the long practice in the Comptroller's
Ofrice, and which mey have S0MS sctuzl legel warrant, with
regard to ressrvees Ior Nstional Eenks, thst gola certifi-
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cates, before they were nade legsl tenu-r were legal re-
serve ifor national banks by a spsciricstion in the act.
subsidiary silver was counted as ressrve Ior national bsenks,
snd the Fedsrsl He.erve Act ssys that for purposes of re-
serve against cepoeits lswrul money :hall bé reserve.

Lewtul money spgsrently means any kind of lewiul wonsy re-

gardless of whether it 1s legal tender lor only 25 cents

un
or ,10, or whsther it i: legel tendcr tor sny/limited

snount , It looks 2g if the thing, ir =2ver brought to the
direct issue, would mske it necscsary ror us to decl.e that
even nickels =nd cents nay be counted ss reserve in reservse
banks. kowever, it is not s watter thet will sffect the
percentege of reserve at sll. shst we would like to do,
sna shat the Bosrd has voted to do, ¥ to cut out the sub-
sidtary silver rrom being counted &s reserve, snd this nat-
ter has been placed in the hands or the cxscutive Convilit tes,
wr. Curtiss: Is not thet = legsl maettzr?

Vice Governor ~latt it is s legel mstter, but it
Geserves a littls alscuselon, 1 think. I ¢o not think it
is of grest impo:tance, but I sm .entioning it ss one orf
the things thst is not on ths prograin.

Then thers is s guestion, which perhspe should be




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

7
s 1ittle con:ciceration by the Fedsrsl Hessrve Banks, whieh
nsve fiscal sgency work ror the iiar rinance Corporation,
snd that is the mstter ot reiuwburcewsnt of expence. Kangsasg
City ha: assked ror some sdditional re inbursenisnt Irom the
iar Finsncs Corporation tror overhesd, in the way of rented
space, tnd so forth. They have kicked sbout it , but the
Bosrd has tsken the pos ition that the ssnsas Clty Bank
should not have any relubursement ror items which are not
reimbursed to the other banks. #e would like to have a
carerul sccounting kept of ell the it ems which should be
reinbursed, so thst we may hsve the thing on 2 strictly
conmercial basis, so thet «e may hsve soue record of what
the Federal Reserve system is dolng ror the war ¥Finance
Corporation in the wey of helping it slong.

I understand that sfter thie joint meeting the Gove

ors sre to meet in Governor harding's room, snd thet the

“gents . will meet kere, 4s to the prcgrees of the meetings,
gent lemen, you will let the Bcard know ihen you are resdy
for the Joint contference, 1 presuue,

wrt niller: Isn't it desirable to heve & comuit tes
of the Governors a.d Chsirman gst togesther 1in order to de-

termine at what time they expsct to finish their recpective




8
programe so that we will know when tre jolnt Conferense can
be held?

Vice Governor Platt: I think that is very desirable.

whe lller: I should think they could co thet soie
time during the course of the dsy end report tonworrow morn-
ing in ordsr thst we msy know whether the final joint co n-
ference is likely to be on Thursisy or rriday.

Vice Governor Platt: If no other nember oi the Board
nss anything to ssy, I think thet is all 1 have to say
in the way of sterting things ofi, 2nd 2 motion to adjourn
the Juint Conference ie in order.

wP. henmllin: I so move.

(The motion, being duly seconded, Was esrried, end the

jeint conference scjourn st 10:50 o'lelock a. m,, to recon-

vene on Thurs.sy, vetober 12, 1922, at ten o'clock a. m.,

pursuent to scajourmwent of the ceparate conferences to pe
held by the Governors or the red:ral heserve Banks and the
Chsirmen snd rederal neserve agents ol the Federal hesserve

Banke.)
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PHOCEADINGS UF A CONFELENCE (ITH THE rBLERAL
5o RVE BUARD Ur Thi GuVeERNUis aND ChalitueN
rinbL RAL feseRVE AGENTo vy This FohiwRAL k-

SERVE BaNab

SC0ND pAY.

seshington, ~¢. C., Thursdsy,
Qctober 12, 1922.
The Jeint Coniersence of the rFederal heserve Board with
Governors =nd Chair.en snd recersl neserve agents of
Fed rel kes rve Banks reeou.vened in the Board room of

the Federal xeserve posrd, Trsssury Building, #a ehington,

0. C., on Tuursday morning, uctober 12 122, at 10 c'clock

B ]
S5

8. Lis, pursuant to sdjournment of Tuesdaey, getober 10,10

A .pearances as incicated in Tuesway's proceedings,

2 iU Canpwihus
Vice Governor Platt: gentlewsen, the w=eting will
pleese cone to orc-r. +4e have s rather long, but intercst-
ing program.
First of all I went to say thst it seems to me that

this conference, so tar ss I have hzard of lts proceedings,
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hss been very succes:zful end very expecitious in the way
or tronsacting its business. Instead of having & geieral
Giscussion thie morning on the topice that have been Gls-
cussed at th: conference, L think we should have s brief
report or ststement from Governor ostrong anu from sr® “er-
rin with regard to the sepsrate conlsrencse, and then
plunge immsdiately into the resaing of pepers and dlscus-
sion on the Fedsral Keserve crsdit policy, which is the
chief metter in which I know you 2re sll interested.

Governor sStrong, will you please speak for the Govern-

Governor strong: 48 1 stateda last nlight, our progran

for thls meeting wes, I think, the shortest in nuiber of
topics to be considered, that we have had et any meeting
of the Govsrnors that [ recsll, end 1in ordsr to ssve time
I think I will refer only to the one most iuportant tople
that we had to discuss, and that wss the review of the work
of the committee th-t was eppolnted last acril to executeé
orders in investment securitise ror the twelve reserve
benke.

¥hen thst committee was sppointed lsst april, somewhal

inspired, as you know, by the Reserve Bosrd and by the
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Trzasury, there were certain speciried things to be accou-
plished by the Committee, but the Conuit tee wss not ilnvest-
ed with any di cretion whetever, 1t wes simply to execute
ordsrs, so thsat the interests of both the Tressury and
the Recerve Banksend of the market for Government securities

would be prctescted,

The work of the coumittee hLiss, we believe, been han-

dled successiully. It hss exscutea oruers aggregating,

in round figures, ,200,000,000 in the vsrious lssues o
governaent bonds, securities and notes; and it is s signif-
icent thing thst of the 200,000,000 buying snd s lling
orders executed, only 84,000,000 wsre executed in New York,
the rest being distributed smong ell the other ressrve
benks, all but one or two, snd thersiore certainly one of
the results of the couuilt tee's operations has besen to pro-
tect the mesrket snd th: deslers in the other reserve bank
cities,

Now, it was relt by wr. Gilbert, =md I think very
strongly by some members of the e eral Ressrve Board that
possibly ths scope of the comuittee's sctivitlies might be
= lghtd¥y extend d, snd at a meeting held in New York on

vctober 2nd, which Dre willer attended, we discussed that
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matter at grest length and found a gocd deal of dirficulty
in dsvising ¢ foriuls, which would not sppear to the re-
serve banks to be 8 surrender of some of thelr sutonomy,
snd of the suthority of their bosrds of .ir:ctors to con~
trol their policies, which certainly was not the intention
of the comrittes to suggsst, and finslly st our mesting
yestsrasy we dsvised s forumls, scding an sdditionsl cduty
to the work of the committee, in the foliowlng langusge:

The committee rscoumnendas continusnce of making reports,
snd 80 on, s iormerly suthorized, snd in view of the irore-
going the coumittee rurther rsjwests ths conrerence te add
to the duties of the cauwuittee the wmaking or recom.enus-
tions from time to time to each rederel rzssrve bank as
to the advk ability of purchasss or sales oi Govermuent
gsecurit ies, which recommnsndations will in svery case re-
ceive cerious con.ideration by the orriecers or directors
of the several benks,

It is not intsnued by that, spssking ror the conmittes,’
to do sny nore thsn convey uwhst they hope will be vsluable

intformation to the Heservs bsanks,

wr, Perrin: #111 you kindly read that psrsgraph

again, Governor strong?
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Governor strong: I will read the last paragraph:

“In view of the rorsgeing,” that is the report in
full-~- "the comnittee rurther re ussts ths Conrerence to
aGd to the duti-s or the counittee the making oI recouuen-
aetions from time to time to sachk redsral reserve bank se
to the advissbility of purcheses or szle. of Government
securities, which recomusndetions will in :tvery csse re-
ceive serious considerstion by the orilcers or directors
of the several banks."

That wes cdopted unanicously by the Conisrence. It
is the Committee's belief thst, by  rIrsjuent conisrences
smung themselves, snd by kesplng close »-tch on the merket
snd by keeping closely in touch with the redsral reserve
Board snd with the orricers of the Tressury, thst thss
reconmendations might serve to be sone gulce to the direct-

ors of the kedsral réterve banks in esrrylng out a poliey

which will spply to the wystew s 2 whole; and the lmport-

ant part thst I would like to emphssize in regard to this
sddition to the coumilttee's duties 1ls this: That bpetween
Jenuary of this yesr snd the time of the Comrittee's
orgsnizstion in .8y of this yesr, way 17, I think 1t wes,

the Feceral res pve bsnks, without zny comiunity of intersst,

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




{ps://fraser.stlouisfed.org

14
or without any discussion of peliey, or without any under-
ttsnding, 1 fesr, su to the signiricance of their collect-
ive sction, went into the merkst znd pur heeed 3 totel of
rive hundred millions in Govennment securitles in order
to rake earnings, sné 1f you appreclate, acg 4 a2 gure you
do, the poscibilities that might result to our credit posi-
tion in thie country from lack of 2 policy to shspe our
forces in making thst vest investment, you will reslisze the
possibility of dangsr to the country irom the railure to
nasve some regulation, soms control, some uncerstending, snd
the committes wants to draw 2 very close distinction be-
twesn any sfiort to control or direct the sction or msnage~
ment of the twelve rec-ral reserve banks 2nd the sup:lying
of those banks with iniormation which will lead to the car-
rying out ¢i sn intelligsnt system or policy, the mmuittee
einply beir. the instrumesut to execcute the ordsrs of the
reserve banks in cerrying out thst poliey.

wr. wmitchell: I aould like to ssk s quection, ss to

whether you mean thst bsfore sz receral recerve bank could

go into the mesrket and maske any lnvestuent in government
securities, the matter should be taken up .ith this conamit -

tee?
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Governor otrong: It would sutowstlcelly be so snyway,
.r* u.ltchell, bscsuse, undsr the srrangement which has now
been 1n rorce for nearly six monthe, the orders sre all
cent to ths comnittes, sith the erception of transsctions
which teke nlscs betvicen the redsr:l necsrve banks 5nd
their meubsrs, over the counter, so to spesk, snd whsnsver
& ressrve bsnk intends to make s purchsse or sale the cou-
mittee ie immedistely notiried snd the ordsr is oistributed
by the comnittee snong the dirrersnt receral reserve cis-
tricts, so that our sttention woulu be brought at once to
s d-cision by 2ny reserve bank to make either s purchase
or a sale, The present practice hss bsen, 2s you 2ll

know, I think, to send a telegraim to svery reéserve bsnk

practically every dsy sdvising whether the Tressury hss

orders or whether the' recerve bsnks sre glving orders, and
then every dsy & lstter goes to ssch reserve bank . iving
s suamsry of sverything that ic done.

I went to siuphssize, .r. witchell, .hst 1 sald before,
thet the couniittes isnct szssuming to cirect or control or
wensge the investuent sccoucnt ol 2ny reesrvs baniy. It 18
sinply en instrument through which the policy of ths system

38 5 whole will be =xecuted in the msarkst wit hout disturb-
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ing the merket. uy hope is that tne cystem, ss a result
of today's conference, will sdopt =2 pollcy, snd that the
commlt tee will be in s position to execute the ordsrs thet
result from thst policy, rather than atteampting to shape

the policy.

ar miller: sould you mind reading the last mrt of

thet report sgain, Govarnor Strong?

Governor Strong: I might ¢sy, Dr, miller, thst the
first part of this report simply ctetes thst it wss pre-
pered in New York---

ur. hiller: I understand that, Governor.

Governor strong: “In view of the roregoing the Coi-
mittee further re. uests the Conference to acd to the dutles
of the Committee the msking of recomsmendations from tinme to
tiue to cach Federsl ressrve bank 3s to the sdvisabllity
of purchsse or w8ls or governnent securitieg'---

ur® willer: Thet is 21l 1 wanted. On whst basis
is the committee to make recounsndéations st to the advis-
ability of purchese or sale?

Governor oStrong: I think we will have to work that

out with the Bosrd 2nd with the Treasury. The only object

inmedaiat sly to be gsined by this is to creaste sn instrunent
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thoough which 2dvice msy be sent to the ressrye banks,

which we never have herstorore done--- the cauuittze has

never undertasken to say to any res:srve bank to do this or

thet ior the resson thst it might be a god plen to buy

something or thet it might be 2 good plsn to sell soncthing.
ar hillep: It struck me, s& you read it, that the

committee was more for the execution of ora<rs then rysten-

izatlon of operstions, and thst 1t was also s policy com-

nittee, with no poliey inwicated.

Governor strong: Th:zre 1e no policy inuiéated. i

do not think the comnmi tee could 2ssume to indk ate s
policy for the system.

Lr* miller. #hen you set up s committes to mske recon-
mendations ss to sdvisability of purchsse or sale it in
fact 1is s policy a;nmittee, unless you slsewhere indicate
thet the policy ror the Feaersl res:-rvs basnk:s in this nst-
ter 1s to be otherwise determinad.

Governor strong: +€1l, =1ir, L sm hoplng that this
meeting may develop what thst policy should be.

wr® killer: Yes.

Governor strong:  and to contfine the work of the cou.-

mittee 2s nearly to purely ministerisl runctions ss porsible.
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re wmlller. I think it would be well to cover that
in your report.

Governor otrong: I do not think it could hsve been
covered in the report,

ur, miller: I mean it is in sccordsnce uwith whstever
is at the time being formulsted or sdopted ss the invest-
ment policy of the Federsl reserve system,

Governor -trong: Thst has teen outlined in the pre-
vious psrt of the report pretty well. The previous por-
tion of the report wss in rsct sn sncorsemsnt of 2 r _com-
mendation of the Hedersl Adviesory Councll st its lsst meet-
ing, and the ststement that the present conditions require
prinarily e regsrd ror the money msriket, credlt conaitions
and operations or the Trezsury ss the controlling ifectors

in arriving st a policy.

mr hemlln: The word "primarily" wss stricken out.

Governor strong: It was originelly “excluslvely”,
or "solely", end the word 1s “psrticulsrly", L think, now.

mr* Hemlin: It is nuch ctvonger ss it was left than
1t was o8 originslly .rswn.

Governor strong: The Advisory's Uouncil's sction

is, The sction expressed in this report of ths comuulttes
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1s not quite 2s strong ss it was. aictated in New York. I
think that is all at this tise, «r, Chelrman.
Vice Governor -latt: wr* Jerrin, will you report
briefly ror the redersl Reserve Lgents?
uP+ Perrin: pr. Cheirmsn ond gentlemen, on behslf of
the red:zral reservé agents 1 wsnt to ssy = word of our -
preclation of the hospit lity séd courtesy thet the Board
elways extends to us when we come here. It seems to me
thst these conierences are a good decal stter the fsshion of
Antaeus, who renewesd hig strength by touchirg the esrth;
to ne ws go bsck, sfter Lsving contsct Wit h the
Bospd snd with sseh cther, hsving derlved

a broader uncsrstending znd wuch beuerlt ln svery way.

€ 5lsg0 have = d & brief progrsi. +.05t ot the subjects

were thoee wl.ich uwe providea curselves, and upon those
.11l wske no report. There were, hou.usver, three or four
subjecte rererrea ror consicerstion by the Fedaeral neserve
Une was with regard to uniror.ity in the penalty

ror deficisncy in rsserve, and our confsreice relt
it should be reweaial rather than wencetory, with re-

to the iL.position or either 8 progressive or penslty

rete, and even though ten per cent was wade the msximum,
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it was agreed that 1if ten psr cent vs: desirable ss a nexli-
aui, it should not be oblligatory t o inipose, sny chsrgs, 1f
the rederal ;se2rve basnk snould not wesire to ¢o so, beyond
the regular Glscount rate, bsyond ths provision in the
regulation or the Boara that w.ere should be & cnsrge cf
two per cent.
The = ice wnsther subsicisry colns 2nd minor
© ing should be countec ss reserve sittout rererence to
the reguir ement of the law, It e voted that 1t was un-
decirable to count them ss ressrve.
oecond, thsre was a8 rejquest, coming irom ynger weere-
tsry Gilbert, thst non-cash reserve be ssgregsted In the
weekly report. : - spprovel was sdopteda on that
matter and it ves : to the Governors' Contersnce
with a request ror their action.
a gensral report, incicsting gsneral con-
fidence, as e comparec notes, that the oppoxition to the

par collect lon cystem :8s greauslly dylng out.

That comprises all thesubjscts that were rersrred to

us snd upon which we scted.
Vice Governor Platt: Ty ers 1s s proposition cai:ing

iron. the cecretary with rersrence to rurther itemizing,
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in the weekly ststesuwsnts, the holdlngs of governient secur-
ties. wr. Gllbert thought it wuld be advisable I we
could have the United ststes boncug, Victory notes, and so
forth, sll separstely stated. It would add 2 nu.ber of
eGditionsl lines to the report snd L Go not know whether

it is to be considsred necessary or not, but there should
be sowe consiceration given to it.

I think the nost interesting subject that 1s before us
ig thst mstter or investment ingovernuent securities. You
21l know the Tressury's attitude snd the attlitude of the
aAdvisory Council, which is what started the matter snd

got it on the program, snd L wsnt to assk, berore we plunge

into the discussion ot credit policy whether’ any usuber

of the Board desires to say sonething on that. uUre wil-
ler?

wr. willer: I think, wr. Chsirmen, that some refer-
ence ought to be msde, st one of these jolnt sessions of
the Conference, to the work of the ..embers or the committee
on Leonomy snd Liriciency, ena the so-cslled suxillsry Cou-
mittee that 1s coopersting wih the Board in thls work.

I gather thst this mstter has had sone attention from the
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Conrerence of Governors, hsc it not, Governor otrong?

Governor :trong: Yes, 1t has.

wr® iwlller. 50 thet perhsps it is not necesssry to
cay much mwore than to give we inuication ol whst the
rurther program of the committee 1is,.

You sll knovi thst the conu.it tee wss sn outgworth of
suggsestions nade st the time thst we were In confer:nce 3
year 8go. The Bo2rd took the initistive in this motter
because 2 great msny criticiems of the neserve cystem were
being nade on the score orthelr unneces.ary expenss of
operstion, snd the responsibility or snsvwering these critl-
ciswg--= iany of which ewcnsted from ZCongress--- rell to
the Board. 4nd thst merely cerved to remind the Bosrd
thst it h:d a very important responsiblility in this wst-
ter, irsswuch 2s it is charged in the uneéssrve -ct wlth
the duty of approving coupsnsatlon snu expenultures thet
are voted by the bosras oif dirsctors or tue ulrierent bsnis.

Tne Bosrd, in crder to more fully inrorm fteelr, snd

to be in 2 bett r position to aliecharge its responsibllity,

<

set up s couuittes, snd that couaittz=s, ss the first step

in its work, set stout getting inrormatlion fuller in

chsracter sand more satisrfzctory in rorm thsn sny thst wes
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avellable at the time. 48 you know, 2 c :llwss sent out
in December, 1921, to get, in compsrable rorm, data from
all the twelve Federsl reserve banks with respect to the
costs of opersting their dGiiferent d-partnents, 2nd it wss
nct untll warch of 1922 that the re;lies were sll in.
+vhen they vers tebulsted snd set up it socon davseloped that
they were not only unsstisfsctory in thewselves, but utter-
ly insdeguate for ths purposes otr the coummittee,

The method of reporting expenses by the dlirerent

banks showed so aany varistions that it wses lupossible,
es things then were, to get s conspsctus or whsat the uitrer-
ent banks were psylng tor the perrormance ol diiterent func=
tione, I will ssy here, pasrenthstically, that the . it

tee feit thet thst in itself was sn extremnely ssrious re-

iflection cn the way in which things have been wsnsged

the Federal Rsserve system, s serious retrlection, snd

it was impossible for the Bosrd, or ror 2ny caunittee of

the Federal Reserve Bsnks, to gst a plcturs of how the dif-

ferent banks of the systen we:rs functioning in performing

thelr difrerent functions, when thst mstter wss viewed from

the stendpoint of operating sconomy or operating erric iency.,
The committee was, thererors, coatronted with the al-

ternstive of either reconmending to the Board and to the

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




24
benks the adoption of sn sntirsly new Iorm of sccounting,
which would be uniform ror all the banks, or, without dis-
turbing the existing accounting methous, to devise scme
method orf reclassifying exist ing set~ups &0 that it would
give to our comuittee and enventually to the bankse, some-
thing substantislly or spproximstely sccurate in form 2nd
so set up as to snable camnpsrisons to be made between the
cogsts of operating depsrtments in the dlirerent Fedsrsl
reserve banks, as well s certsin unit costs of opsratlion,
stated both in terws of monsy e:pence sand in terms of labor
expense, by which I mesn the nuwber of ien, Or number of
woi:en, sssigned to psriorms certsin runction,

¥or that purpose, then, s conference wes cslled in
Chicago on the 28th of April, ss 1 renenber it. I hevse
the dste set down here, but it is not ot psrticulsr conse-
juence, 4 schedule uss awork:d out by the auxilisry Comniit-
tee, notsbly by wre Cramsr, veputy Governor of the Bank

of Chicsgo--~- who wes meae & aember or the Auxlliary Uoum Lt~

tee becsuse of the isct tlat wr, Calkins reslgned on ac-

count of the c¢lfiiculty of sttending rrsquent meetlings
of the conmittee--- and thset schedule wae tubmitted to the

Cheirman of the Comuuittee on Procecure or wconciy of the
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twelve Fea:ral ressrve banks, who .et in conierencs in
Chicsgo. It wes subjected to s gooa desl or guestion
snd criticism; it was suwended sfter & ciscussion of some-
thing more thsn two days snd, together with 2 nmenusl of
instructions, was circulated to the banks socn thersefter,
with the rejusest thst such banks would make 5 report cover-
ing the month of June, to besubnit ted to the Board in July.
A llaited number of the bsnks were sble to do that, but it
Wwee not until the month of July that ths returns under
wchiedule & came in from sll the banks, Today we hsve re-
celved informetion that the reports under ochedule E, cover-
ing the months of July, August snd september will soon be

ave ilable, Those are not only in the hsenis cf the come

mittee, but one copy ori this report hes been alstributsd

to each or the rederal ressrve banks. on.e of the banks
hsve requested that as many as ten or tuelve coples be fur-
nished them so thsat they could be aistributed to the heads
Of the dirferent opserating Gepertuments, The comuittee
has felt that it wae undssirable to Go thst, but that is

a matter upon which it might be well, 1f you have sny

views on 1t et this tiwe, to express an opinion, for the

reason that we rfelt thst the good purposes of this report
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would be best served 1f closely controlled, and thst X
coples of these reports got into the hends or usny offlcers,
psrticularly the junior ofricers, it would divert stten-
tion from the main ob )ect of the report snd glve rice to
sll sorts of captious criticisme, controversies and discus-
sions,

It has cGeveloped thet 8 con:ld rable nuaber of the
benks have micunderstood many of the.inetruntLons contain-
ed in the manual of instructions, :nd thesreiore the cata
supplied in the report undsr the new Schedulc Z 1s imper-
tect, and we believe there it sti 1l s consiu:srable amount
of work to be done in egul..lng the bsanks, s0 to speak, with
2 common lsngusge--- we are etlll slthout 2 common ranguage--
covering the things thet are mettere orf asily routine in the
operations of all of the banks, because things that the
committee thought were clesr and obvious in the msnual
sppa rent } have glven rise to misconstruction in certsin
reserve'banks, ané 8 volune of inquiries has been constant-

ly coming in esking i1or cetsilsd aefinitions of certsin

terms. we fsel that that in itseli, althou L 1t entells

8 considerable burden on the ® mnittee, 1s of grest vslue.
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It is 2 part of the process or scucation, a part + the P 1o~
cecs of development, so to epmk, wi hin the Fed rsl reserve
cystem, or s common mind, s common understsnding,
gnd ss 8 neccestary incicent of that, of course, a coumon
lengusge, we want to have words used in one bank con-
veylng exactly the same neaking which they convey when

used in sll the other banks.

Now, gentlsmen, we hsve raosched thét dage. The ~uxil-

lery Committse hes been studying this mstter with s good
deal of intensity lately, snd ie of the opinion that there
should be s conference of the Chelrmen of the dirferent
econony or wrocedure coiumlttees of the twelve Federal re-
geérve benks in the nesr future, souwe time before the middle
of Novemnber, wr. Crsmer thinks that thils ccnference should
be held in Chicsgo. It is probsble thst the Bosrd will
suthorize a call of mich & conferenc: so.e time before the
middle of November,

Now, shat the commit tee ic after perhaps neeus & word
of explanation, end then pirhsps & word of explsnstion is
necessary £o to why the committee chose thz psrticulsp

wetha of sttscking this problem of sconomy snd erricie ney
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thet it did chooss. Tro courses scemed open to us when
we took up this problew in becewber of lsst year. one was
what might be celled the orthodox, theoretical course,
with which enginsers ep;proach a problem; we could have
the services of an sifliciency englnser or expsrt, taken
from one or more of the rFedsral reserve banks, or sngspged
irom ths outside, to set up a typicsl plan of orgenlzation
snéd operetion of 2 recersl ressrve bank, with the object
of getting the nmost eriicient orgsnization tor the noney
end thercfore the moet erricient snd most zconomiesl, snd

to have ssen to vhat extent chsnges neeced to be made in

the operating orgsnizstion snd methods or the dlrrerent

nanks in order to conforu to this ideslly perrect Qéhemq;
snd the other was to assume thst we would on the whole get
the best results and nske the nost satis factory progress

iy we utilized our own exveriences and if we w=nt on the
sesunption thet right within the Fed:sral rsserve system

We hsd the besie rroi which we could deduce standsrds of
measurement and principles-or eiricient op=rstion, snd 1t
was the latter of these two slt:rnatives thst the cumittse
adopted, for a veriety or ressons, p-rtly bscause the cou~-

mittee never scsumed that it was its problen to uncertake
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to tell any reserve pank or 2ll the reueral Reserve banks
hoi they ought to orgsnizei thenselves ind conduct their
business, W4e relt thst our relation to this problem'
would be most castistsctory snd most likely to produce good
results 1f, st sny rate in the initisl steges of the work,
we confined oursslves to sscaublin date which would enable
the Fed=rsl reserve banks them:elves, and the cifferent
operat ing depsrtments of the dirtferent banks, to determine
how they ctacked up, s0 to spesk, in caursrison with other
benks. Thet was the psychclogy, so to epesk, on which we
were opereting, to incite a certesin swourt of interest :nd

curiosity, enulstion, campsrison, sug,estion, confcrence

gnd rosult. #e have never presmusd--- I think

I can spesk ra cvery aenber of the counlttze on this nat-
ter, olthough we hsve nsver tsken 5 ©mal vote on it---
end it i1s rerthest fron our minus of snything--- to dsvelop
or attempt to set up snything in the nzture of rigig ysrd-
sticks of messursment. +hat we want to get 1s ysrdsticks
or messurement--= If I sy use thset phrase with propriety
in this ulscussion st olle-- thst srow out or the sctusl
experience of the Federsl recerve banks. #€& @O not want

to import enything into thie systen frow the operstion of
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cowdu:reisl banks or other business houses; we want to de-
velop our standards coampsratively, and, if you please, com-
petitively, froi & close snd constant study of what is
going on in the PFeueral neserve systen and what hss gone
on; in-other werdas, the method of experienc:z, or, othier-
wlse steted, the empirical method.

Now, we heven't gotten quite ss large a yisld in this
mestter from our Schsdule & ss we had hoped we might,

partly becsuse there are discrepsncies in the reports due

P
to misunderstsndings, but also considersble di:crepsncilss

due to whet we hsd 2lresdy rorecssted when we und:rtook
this work, slthough we hsd not sccurately rorecasted the
extent of the very divergent conaitions with r

rtein departments, perticularly those which the diirer-
ent Federal reserve banks operatsed, which is notably true
with respect to th: transit depsrtment in certain cities,
the cleering house, for the sfiiliated mwembs rs that clesr
through the clearling housé bsnks, which relisve the rederal
recerve bsnks of sn lmuense burden of work. They do
g lsrge amount of sorting, snd the tresnsit depsrtment of
the Federal Heserve Benk hsppily situsted in thst way,

nsturslly compsres faversbly when you take into compsrison
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s Federal reserve bonk thst opsrates und-r utterly diirer-
ent conditions, But thesse sources of discrspancy sre
now beginning to eome to light. That 1s one or the things
that we are ciscovering through this. A great desl ls
being lesrnecd, not only by the meaubsrs of the comiittee and
the auxillery comuittee with respect to the diiferent rederal
reserve banks, but the dirferent rederal reserve banks are

slresay beginning

&4 O

to leorn o great deal about the oo ndi-
tiore undsr which esch one operatss as compared With another.
«e expset, in the cource of three or rour months, to bring

tu the surfece s consldacrable nuwber & these diccrepsncles,
which will ssrve as ~hecks, Bo to speak, of ruture uste

thet will come in undsr Zchedule b, s0 thst by

process of correction opd eliminst ion ve hope, b

ginring of the next ysar, to be :stabllshed in a position

g0 that we can 3;2ly the »roper disc unts to fizures under
Schedule & and get a very close aporoximstlon or the sctusl

-

snd comparative ccsts or opersting the dirrerent - epartusnts

in the lederal recerves Lanke, ststed both in terie of money

-

aué in terws of lsbor units. That, we belleve, will be
of some very daefinit e vslue.

yow, I do not want to take too much tlme on this, but
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what I am seying is merely ror the purpose of incicsting
that the Cousittee ie hard at work on this problen snd that
we all feel saticfiec¢ tnat a very substsntial beginning
has b =2n usde=--~ slthough slow in ite operation--- and there
g just one word morse: Thet we realize that no two banks,
lesst o all the lsrgest snd the smallest, operste under

conditions 2nd with magnitudes thset make a comparison be-

tween them & conpsrably useful and productive undertaking.

e have olways suspscted, from the beginning, that we

would cooner or later srrive at ths stage where, for the
purpose or betting up comsthing in the nature or yarcsticks
sppliceble to reserve bsnks, that we should group the re-
serve banks, snd that we should group thhiose bsasnks that had
mors cimilarities to one snother thsn they hsd diiferences,
thet either operated und'r similer conditions or that were
of sinilar size, or were in other ways ralrly cauparable.
It has been extremely interesting to the commit bee, gratiiy-
ing, and in accordance with our sxpectatlons in t he matter,
that the banks thew.selves.are siresqy beginniﬁg to group
themselves, and thst many of the inquiries they mske grow
out of the fact thst they sere not compsring themselves

with the reserve bank sverage, including the largest 2nd
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the smallest, but are compsring theweelves with those re-
serve banks that they feel are properly conmarsble with
them by resson of similerity of size snd similarity of
concitions,

At the conference in Cgicago next month ue hope thst,
mithout very much intrusion or suggestlon from the @ nmuittce,
the banks themselves will come with thelr own suggestions
ss to the groups thset they think ou ht to be set up and
2g to the groups in which thsay think thsy ought to be in-
¢ luded., The committes ic of the opinicn that, in some
cases, 2 res:zrve benk msy sppear in ndt only one group but
in two or three groups; 4in other vords, that certain of
its operating depsrtments sugge st comparicon with come
opereting dspsrtment in certain other reserve banks snd
certsin other op=rsting ¢sepertmsnts rsther suggest that
they should be grouped with a cirferent group of reserve

banks; and so, by 2 process of constsnt cowparison, re-

comparison, by eliminstion snd -:incluslon, we hope finally

to get together those nenbsrs ol the rederal reserve family
thet are of 1like stoture, like welght, and of likeness in
othL.er respects, snd to trest that group ss 3 group, &nd

when we srrive st the point where 1t is necessary to bring
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in, it you please, the errlclency voctor, e will bring
him into o group, snd we should hope to £ind that cifici:ney
aoctor right within the group.

Now, gentlemen, thot ie the principle on whlch, =8
nearly ss I csn express it, the couclttee le opzrating. 1In
other wordis, we are golng to work fron within out, md as
the work becowmes more snd more concrets, it is going to
becoie more in the nasture of sjroup v.rk, in which ths ex-
periences of the group snd the ablility of the group are to
be the nisin source rrom which devslopuient of nsw sources
of efriciency snd of sconomy will coie.

low, one sord in conclusion: 1 want to repeat that
this counittee was et up origlnally in order to enasble the
Feceral Keserve Bosrd to uiscnarge its very inportant func-
tion uncer the law of puesing upon the opersting ce ts of
the Kederal ressrve banks. The Government hag s stake

in the proceecs, the esrninge of th: se bsnks, snd the earn-

the ope rsting costs, It is necesecsry, thsrerore, for

the Bosrd's iniorwation snd ror the propsr Glcecharge of
its rfunction, to hsve sone wsthod of i1nrorming ifselr, other

then whet 1t hss hsd in the pest--- which hss besn pretty
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nesr nothing--- snd 1 should ssy=-—-- 3nd I am now tpeaking
ror myselr indivicdually, ss I have not dic cussed this with
sny meuber of the iuunittese--- but s eaking ror myself in-
cividuslly, I should say this, that I think it is the hope
and espectation that this work will ultinately yleld re-
sults that can be utilized es the bssis of the salsried
poliey of the Federal Reserve Board; 1n othsr words, that
the PFederal Reserve BRosrd, in pessing upon the recommuenda-
tions for salsries in the ditierent banks, particularly
where it concerns the opsrating departients, wlll have to
glve 0. e sttenticn to the evicesnees of eitficiency snd

e nomy with which @ givenbank or s glven depsrtment 1is

being operated. In other uords, thst whoever hsppens to

be the head of ths t dspartment is there as an operating

ofticer; he is th:re to do his work efrlciently and econ=-
cumicelly, snd thset thst must bscome & rector in the deeci-
sions not only of the board of directors of the bank but
also in the dsliherstions or the Federsl Nheserve Bosrd

in ést rmining upon the propricty of s proposed salery in-
crease, Inotier words, my hops is thet we will, through

this, grsdusolly bring into the sup:rvision of the rederal
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iy own view is that this ought to be sxtremely help-
ful to the operating oiryicers sna chsirmen of these banks,
To my nind there ic ncthing thst sny msn who hss
an sctlve sense or responeibility, dislikes more than to
sork wlthout lindt, to i1eel thst he is the hsad of an in-
ctitution where costs don't count, or den't count except
&s ®u.e politiclsn 1n .ashington, ror exsaple, objsects, and
Iedsral reserve bsnks ere in this unijgue poscition, thst
they are grest business .rganizations thst sre being pbo-
teeted rrou competition with any other type of institution,
sxcept in the mstter of buying services. They are not
compet ing ror buslness; they are moncopollsts in thair field;

they have no large body oi shareholdsrs that are guerulous

sbout dividends; thelr own directors snd oitficers In ve not

sny stake in the bsnks, ecept their reputations. To

my mind the Fed rsl kescerve Board was psrtly set up because
of that rsther pecullsr znd snoeislous position of the Feder-
sl reserve bange, 2na 1 a.. sxtremsly anxious to ses the
Federal reserve banks snd the it 28 8 whole give &n
account of thencelves thst will be resssuring rsther than

alsturbing 2s to the potentielities of enterprising busi-
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ness, of & charecter such s2s the reserve banks are, where
the stimulus, where the lnsentive of profit snd the incent-
ive of pecunlsry suvantsge is sltcgether removed.

Now, thst represents--- snd let me repsat agein, not

the view of the Comi.lttee, becsuce .& have never dlecussed

this~-- but it reprecents my personsl view, and I nention

it only because L fsel thst the surest hope ror the succescs
ful sccomplishment of this uwork will come through 2 cordial
cooperstion of the banks with one another snd the banks as

e whole with the Bosrd, in trying to utlllze our expsriences,
8s something thst gives support anc sncoursgement to the
possibilitiss of government or semi-government hsndling

of business, where it i1s lsrgely public 1in chserscter, rather
thsn the reverse, and I think L spesk ror the coamlittee
when I say thst sall or the inaividuesls wikh whom the com~
in.ttee hisas been brought into contsct in the dirrerent

bsnks, pasrticulsrly the vnsirusn of the frocedure and
cevnomy Commdittiesg who have thic .ork more lumedb tely in
hand, have entered with resl enthuciasm end zest 1Into the
work, and I think they ezl thst not only is thsre going

to result irom this 3 considsrable improvensnt in the sct-

ual opersting of the diiterent banks, but that tiz re is
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g good ueal of fnstitutional prid: snd enthusissm in try-
ing to nmseke s record for the benks as being bsnks that will
messure ur to the best institutlons of similsr magnitude
snd charscter, when you spply 2ny ressonable test of econocuy
gnd eiriiciency.

And, further, on behalf of the conmittee I want to
take adventage & this opportunity to bespeok for this

work, which i your swork, your esrnest support, The

Board's committee is hsndling this, so to speak, with hands

off, e have no &.sire to intrudd, no desire to inter-
tare, We are working through the auxilisry commlttee,
the auxilisry comuittee being s conulttee of the banks and
being the resl couwilttee in this msttsr; we take no step
without their sc:rov:sl, snd wany of the steps thst are
tasken sre taken immediately st their sug estion snd on their
initistive, snd thererore I say savisedly, "your work",

or “our work", and when you gentlsuen do not heer frou us,
renewber that we are not asleep, but thst thics work is
going constently forward,. Keu.enber that there sre two
men who are practlically giving sll their tiue snd con-

stent 2nd cloee attention to the developuent of the methed
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ofhendling this problem which we criginslly chose. weare
wore smd more sstisfisd that it & the right method, sve n
though 1t is & 1little slow, snd we sre sstisfled it 1s the
right method, becsuse 1t stluulates 8 little antsgonism,

s little fsult rinding, which seems rsesonable snd natural,
pbecause it is slresdy bringing to light things which almost
suggest thelr own Lliuscliate recedy.

Vice Governor Platt: vo you care to make ony state-

ment, wr Hamlin?

wr* Hemiln: No sir,

Vice Governor Plstt: wr' witchell, have you any
subject thst you wish to bring up before the conference.

wre jiltchell: Gentlei.en, I sm very much in rasvor
of s unirorm policy among the dirrerent,Bsderal Resgerve
Banks, that is, ss nesrly uniform ss 1s possible, snd one
thing thet I heve in mind thst I went to call your stten-
tion to is the rebate policy on unearned discounts paid to
a member bank wishing to anticipte payment of the redis-
count, I think thst rebate pollicy ought to be uniform
snd I cannot see sny resscn why the pollcy to be edopted
should not be & rebate based on the rederal Heserve Bank

the
rate at ths time the rsbate is msde, ond not at /- rate at
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which the rediscount wss madae.

Now, there may be srguuents sgainst that policy, but
it seems to me thst whatever policy 1s scopted ought to be
uniform.

There has been some pressure brought to bsar on the
bcard by one of the dis tricts in particular, the Lsllas
district, with regard to ths eligibility of sight drzfts
tfor rediscount, secured by bills of ladlng conveylng title
to readily merketable znd staple non-perishable agricul-

tursl comocdit ies., I belisve thet the bsnks today have

the right to give inmsdiste credlt to those drafis, unde r

certain conaitions, but we were threatened with congestion
orf cotton drsfts, for imstsnce, in the wpallas vlstrict
this year, snd the guestion came up how to hendle them. It
is true in sonie districts that theese crefts were handled
by the menber banks through thelr correspondents; but it
strikes me that thzre is a good dezl of soundness in the
position taker that thils is a service thst the
tedersl ressrve banks ought to rendsr the wember banks

snd that +e ought to be able to give lmmediate credit for
these sight crafts I have described, under certain rules

end regulations to be prescribed by the Federal hessrve
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Bosrd, I think this 1g¢ s very important mastter and my
suggestion is thot 8 conmlttee be sppolnted by the Chsir-
msn to conslider this mestter, to report st some later confer-
ence of the Agents or the Governors, and thst is, 1 think,
alil I have to say.

Vice Governor Platt: There i1c one metter that has

been, at various timss, the subject or & good desl ol dis-

cussion, and that is the jucstion or how to handle par col-
lections. I have here ¢ letter rrom «r, wCACams, who was
recently pr esident of the auerican Bankers assoclatlion,
who came in to sse me and who tslked with other menbers of
the Bosrd with regard to a plan for msking psr payments

of checks non-coupulsory siwong meaber bsnks, but st the
same time refusing to handle items with their sncorsenent,
en¢. + will read a rew parsgrephs or this letter:

“yie believe 1r the Board will take action along the
lines rererred to, msking remittance 2t psr voluntary and
eliminating the possibility of non-uenber inctitutions
feeling thst they sre or have becen cosrced in this conn:ic-
tion, a decided step toward the ultimate sclution of this
vexing question will have been taken.

“As stated to you, I beslicve thie sction should be
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sccompenied by s ctstement thst it would be unrair for
banks not remitting st psr to use the collection fscilities

of the Federal Reserve zystem snd thsrefore checks bearing

the endorsenent of non-assenting banks would not be handled

by the ssversl Federsl Reserve institutions. This aeotion
will, I st sure, result in meking s lsrge nsojority oi the
non-~acsenting banks sgree to remit st par, ss they will
then sppreciate the rect they sre rscelving s resl :cervice
in return for the service renusred by them,

"OQur brirst Vice . resident, «&r. w. Ww. Head, of the Omaha
Bsnk, Omsha, Neb., stateu that the Kancas VYity bank had
noctified nonUii:nber inctitutions in Nebraskas they would
not require them to remit at psr snd imnmediatsly the numbs
of non-sgsenting banks increased from forty odd to over
two hundred, The vmshe Clesring house, however, refused
to nendle itens on banks not remitting st par, and despite

the Clesring Louses in 3t. Jcseph, Cedsr Raplds and other

flaces tsking the opposite stend, the nu.ber of non-sssent-

ing banks hss voluntarily been decressed sgsin to slightly
in excess of rifty.™
Incidental 1y, I might also say, with rererence to this

suggestion, thst when the advisory Council we. here, I stated
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to wr. Kue, who sat alongside oOf e, thet of eourse that
would mean thstiftg cotton buyer bought some cotton
in the south snd gave in payment 2 check on ur® fue's
Bank in Philadelphis, end thst check was deposited by the
seller of the cotton in a country bank, e will ssy in
south Carolina, which wass not rewitting st par, that when
the check got bsck to Philacelphis snéd »ent into the Kich-
mond Bsnk, it would be thrown out snd would not be handled.
The Advisory Council did not seem tO think that thet was
s practical proposition, snd I am not guite sure whether
it would be of advsntage if hendled in gquite that way. It
would give a lot of troubls, becsuse 1t ssems slmost im-

pocsible that the Fedsral Reserve Banks's trsnsit depart-

ment could operate on the principile of looking st 2ll the

sndorsenents on s check, but if they once got it understood
by the banks sending in those chscks, that they would not
be hsndled, probsbly thsy would not be sent, snd they would
be kept in the member benks, -o.e bankers say thst so

fap as their bsnk is concerned it would simply be a matter
of having sn extra plgeon hole ror checks ror non-paying
banks, snd thst all they would have to do would be to throw

them in & separate pigeon hole end not send them to the
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ederal rousrve banks. Now, that looks pretty good
theorstically, but the gusstion is wnsther it will work or
not, or whether we want to mske any kind of change in a
nstter which ceems to be working slong fairly catisfsctor-
11y in most o1 the dalstriets already.

ur* Comptroller, do you want to submit to us the
figures on the last call?

w“r. Crisslinger: I think it mey be of interest to
you gentlenen to know thet we have s tsbulation from thirty
of the cities, which shows 3 net decrease in total depoelits
of wlb,215?og net decrease in totsl resources of 70,875,000,

and in losne and discounts & dscrease of ,78,498,000.

wp day: vrom the preceding year or the preceding

cell?
mr, Crissinger. No, the precec¢ing call.

mr. miller: That is ths Septenber call?

mr. Crissinger: The septeuber 15th csll. I thought
it might be of interest, end 1t any of you care to look
gt it it is here, New York sho:e s decrease of 219,241,000
in cdeposits.

mr* willer: Jhat does 1t show u«ith regard to disse

counts?
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ure. Crissinger: wviscounts show a decrcasc of
#253,652,000, over that period ifrom June 30 to september

15. I guess it is golng the othsr wsy now.
Governor Strong: I think sc, but only ror a very

short =eriod,

ur. Jecobson: sgnee sugust 30th it In ¢ vbeen goling
in the reverse way,.

kr® Crissinger: But the whole banking situation,
80 Iar 8s it is reileected through our oriice, shows an
improvenent in every place except tuwo or three spots in the
United otstes, rron which we znticipate o grest dsal of
trouble during the coming winter.

Lre Austin: Lo you mind telling what trouble you

snticipate 1is due to?

kr’ Crissinger: 1In the southwest, in New wexico,

part of Texas and part of Louisians, it is due to a drought;
they haven't had sny rain there since + guess in the spring;
there isn't any gra.. and the cattle all hsd to be moved

or sold, end the shsep likswise. The c:znieé condition 1is
pretty largely true, as I get & rrom the bank examiners,

in part of vklahoma. 4 certain section of uklshoma 1s in

very bad shspe and we look for quite a little trouble there,
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outslds of that, the other plasces would be up in the dry
land ferming dis triet where they haven't rsised snything
for a good while, and where wlat they h ve raised isn't
worth enything when you tske into considerstion the freight
they hove to psay. For instence, Governor Calklns was
telling me sbout the potato crop, which is worth nothing
up in thst country, ond that is true lsrgely with thelr
wheat crop on sccourt of bsing so far from the msrket,

e have more trouble in those three plsces thsn in sny other
places in the United States.

There are three spots now, to which 1 referred, but we
sre getting along pretty well wiii the reorgsnz aldion snd
rebuilding of the banks. I think we have hsd about

cixteen failures during this year, since the first of

January, banks going into the hands of receivers, snd I

think we willl open five or six of those. ile have one banik
that hes been solvent, a blg bank, ror ninety days, but

we are afrald to open it. It is s bank with a million

snd ¢ half ceposits, snd will hsve comething like

500,000, but e sre sfreid to open it. It is & peculliar
cituation. But on the whole there is nct going to be s

much loss in this year's business to depositors. A bank
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cown at Corridon, Indisna--- this may be interssting to
the st, Louls people--- will be ai sposcd of = as to paythe
d positors 94 per cent, and vhen it closed it looked as
though 1t wouldn't pay over 25 or 50 per cent; but we have
s0ld the bank so thst it will psy to depositors 94 per cent.
Thet will be helpful down there.

wr itchell: wre Chairman, I nove thst a counanlttes
of five be appointed to look into thie matter of maklng
sight drafts eligible for reciscount st Federal reserve

banks .

Vice Governor Platt: for the purpose of recouusend-

ing s chsnge in the law, or something of that sortr

wre wmitchell: siuply ror s conslousration of the mst-

Vice Governor Platt: pc you want that comuittee
sp,ointed by ne or by the separats conierences?

wr. witchell: .y aotion is thst 1t be sppointed by
the Cheirnan.

Vice Governcr “latt: A conmuittee of rive?

wP. mitchell. Yes.

Vice Governor Platt: Gent leien, you have hesrd the

moction race by i.re wmitchell thst s conmittee of five be
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sppointed by the Chair to consicer the guestion of msking
slght urafts, secured by sta. le sgricultural couucaitiss,
eligible for rediscount. Is there any discussion?

(The motlion having been Guly seconced, =ss carrisd.)

Vice Governor Platt. I will sppoint thet coumit tee
after consultation wih the Chairmen or the two separate
conierences,

Now, Gentlemen, we seem to hsve gotten to the point
where we can open the iniportant dic cussion oi the day, I
might say, with regard to the Comptroller's rigures, that
they are certsinly grstifying. we are glad to know thst
there are only & few bad spots, altnough those spots are
pretty bad, particulsrly in the northvwest s3nd southwzst,
where it looks ss though the cattle msy have to be moved
into j.exico in order to save them, ond there tiis new tsrifrs
guestion stands in the way, 88 they hola thatthe cattle
cannot be taken out ot this couatry snd brought back with-

out psying the duty.

It seens to me that out of the period of stress

through which the country has pscsed, snd from which it
is now hepplly recovering there should come con:siderable

consolidation of small bsnks and the strengthening of the
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system in that way, .verybody know thet there are sltoge-~
ther too many bsnks. There is no sense in having three
or four bsnks in a little to.n thst hesu't esny business for
more thsn one or two, snd whare ccupetltlon procuced 1ls
more or less o cutthrost coupetition, while, on the other
hend, in sppsrently most of the casesthere is prsctically
no competition at sll which leads to lower rates tothe
farmer, a dii ferent kind of competition irom that which
prevalls in ordinary business where price hes something to

o with it.
I suppose we are rzady now for ths discussion of
topic No. 1, which is
1. Vhst object should Federal Reservs
cradit policy seek to sccomplish
snd by whst test may we know thst
it is sound?
I will c2ll on wr. wills to lead the discussion.

ar.e Willls: I understood that the prepsration of

these paspers, and the subuission of them In sdvance not

only to members of the Conference, but to the Board itself,
would preclude our reading the pspers.
Vice Governor Platt: That 1s correet, wr. wills.

wle Wills: And I will briefly stete what my argument
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wr’ Miller: Give us yow originsl view snd your re-
vised view after getting the benefit of the criticism of
the members of the Confercnce.

ar, #ills: wmy original view was not much at varisnce
with that of my colleague, i.r’ Norris, who wrote s psaper
on the same subject without any collsboration or conterence
with me, His statement in respect to the object of the
credit policy of the Federal Keserve oystem was thet trade
should be served, and his tsst of whsther that objsct was
being asccomplished was the same 2s mine, that it is to be
discovered through instruments that uiere passing represent-
ing that trade.

I have not changed my viswpolnt much bscause of the
pspers that have besen submitted although I do grant tha t
there are other factors besldes the ones that I stated.

You will remember what my argument was, although I stated

mine in s different way from thst of wr Norris, that it

was the object of the credlit policy of the Federal reserve
cystem to assist the member banks and the open market,
which is the sgenecy through which the Federal reserve bank

operstes, to take care of all proper trade, and the rssson
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for that statauent was that the genersl credit situatlion
will be sound snd take care of itself if we have a conblna-
tion of clean doorsteps, I will esdauit some of the argu-
ments that are here, thst those words are proper, snd that
the word “"trasde" is a relative term; but it 1s my Judgment
thst the lsws on the st-tute books, both steste 2nd nation-
el, that are in existence, were put tke re for the purpose
of protecting snd promoting propsr trads. In the first

5 %%
plasce,/we endeavor to say that the Federsl recerve banks

are opsrating sccerding to law, to the regulations or the

Keserve Board snd the redsrsl Keserve act, 1f we put &n
eaphasis on that, the general situstion will take care of
itself,

Now, 28 to the test ss to whether that pollcy 1s cor-
rect and sound, thet is found in the kinds of instruments
that are not only precented by the banks ror rediscount,
but are flowing in and out ot the banks as well &s in and
out of the open msrkst, In other uords, ny srgument 1s
thet discretion st the sources, asnd that being not entirely
discretion, but souething for which we have & ysrdstlcek
in the laws thst I hsve mentioned, snd the regulations of

the Board, thst s combination of that kind of policy, be-
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ginning there, wlll result in & proper credlt policy for
the whole redersl Keserve osysten. Therefore, I think that
the rate itself is not controlling. It vwas very illumin-
sting to tind that e number of the prepsred .8 pers by men
who in the originsl days o1r this conterence stood out
veliantly for the rate s being the only thing, and thstwe
should not meddlse into the purpoces and uses or intd the
nansgement of the member banks, it has been inter:sting to
me thst sone of those mer have evidently, from thelr expere
ience, come to the conclusion that an sdmixturse, s very
strong admixture of discretion st the source is now neces-
£ary. I think that is a fair stateuent, is it not, ur.
miller, that we have some converts to thst policy?

Another point thet 1 wi.h to mske before I sit down
is that there is an obligation on the Federal heserve
benks to constantly survey snd sorutinize the lines of dls-

count of the momber bsnks, through the open market, even

though this paper is not comlng into the Federal reserve

panks or is not in them at the present tilue.
The result of this policy, s I see it, is that
the very presenee of the system, by the «nowledge thet thst

is the way these separate bsnks do opsrate 1s 3 very efis.t-
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ive comtroller snd inspiration for all .orts of banking
policies which, in the finality, creste s vory sound credit
conaition,

Vice Governor Platt: I was a little too informsl in
introduclng this subject. =ome of you have ndt read all
of these papers, snd some of you may not understand just
exactly whst the topic is., The general topic is "rederal

Reserve Credit Policy”, and the subject covered by wr., dells

end wr. Novrip 1s “.nst object should Federal Keserve

Credit Policy sesk to asccomplish and by what test may be
know that 1t is sound?"

e will now hesr rrom Govcrnor Norries.

Governor Norris:  wr. Ghairman snd gentleien, in at-
tempting to exscute my assignment I found some trouble in
confining myself to the “what" part of it; that is, what
object should the Credit pclicy of the kederal Reserve
system seek Lo accom; lish, and in consiuering that I find
nyself constantly inelined to wsnaer ofr into 2 discussion
of "ERow" and “why". Papticulsrly for the purpose of
svolding trsnsgressing on the part of the subject that I
was not concerned in, I tried to state 1t in the simplest

poesible form.
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As iir. #ills hs slready stated, he snd 1 prepsred
our pepers without sny cmnsultation, and I think that weare
in substontisl accord. I looked vast the member bank to
what might be ¢slled the ultimate consumer, znd sald that
our purpose wss to assure an sas3guste supply of credit for
productive enterprice, wnre #ills stated that our objeet
wss to ensble the msuber bsnks to do that, which, ss Gover-
nor iorsg hos steted in his coument, 1s merely two ways
of stating the same thing.

I suppose thet s psert of my dirftriculty srose irom a
lsck in the beginning of spprecisting the truth of the com-
wents that wr. Calkins makes, thet this subject des not
gttford opportunity tor didactlc uiscussion, he goes on
to ssy that it is not diiricult to state the object which
the Federal Ressrve credlt polliecy should seek to scecomplish,
s 1t 1s not difficult to state «hst sn seroplsne stabil-

izer should secamn;lish,

I have resd cerefully sll the papers thst have been

prepared on this first topiec, snd it seems to me that
elther the gentlemen who have prepsred these pspers 2re in
sgresment with kr. #ills snd myself, or, if they are not

in s2gresment, tney have besn too polite to express thelr




55
dlsagreement; or, 1if they have éxpressed their dlsagreement,
I have not hed intelligence enough to understand their
criticism, because I csnnot find any issue that 5 raised
here, end the only point that occurs to me thst I did mean
to suggest, end which I do not think wr, Wills touched o u,
end which does not sesm to have besn touched on in any of
the comments snd which, if there is to be any further dis-
cusslon of the subject, I would like very much to hear dis-

cussed, ond that is this; that while we are in sgreement

és to its belng the object to arford an sdequate and regu~

lar supply of currency snd credit to the publie, I put in,
8¢ a secondary object, to indic ate to the public the eftect
which business ag it is being concucted, is having upon
the supply ot credit, and to give timely notice of any
alstinet chenge which 1g& anticipated In credit conditions.
Now, that 1s going beyond the mere purpose of offering
credit, and the thought in ny argument wss thst in sddi~
tiocn to that it was one or the dutles that we ought to
perform to, as fap as poseible, cut off the extreme peaks
of inflation snd deflation; thst if we culd hold out
denger signals at one time snd hold out whet Judge

Ramsey has frequently referred to as rays of sunshine at
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snother tine, that that 1s s proper and useful purpose that
we might perrorm 2nd which, 1t seems to me, is golng beyond
merely orfering a supply of credlt.

I think it would be interssting to have that subject
¢lscuseed, =nd + would like to know whether sny of the
other members at this Conference econsider that snything of
thet nsture is or is not - properly within the functions
of the credit policy of the Federal Reserve System,

Vice Governor Platt: The topic is now open ror dls-
cussion, The popers have been srepared by selectlon,
that is, the people who prepared it selected the topic
themselves, end those were GOVernor worss, governor wcnlne
ney, Governor Calklns, ..r. .oCord 2nd wpe flch, 1f my list

is correct here, snd we will be gled to hzar from any of

you gentlemen who want to disouss the mstter rurther, and

i think sone consideration shoulu be .iven to the last psrt-
of the topic, which «p* wills ald touch on to so.ue oxtent,
snd that 1s,by what test may we know thst the present
policy is sound?

Govarnor korssi wp. Chsirmen, I referred in the psaper
which I pressented to the ifect that most of our discussion
on the rirst topic .28 sbout our alscount retes, how they
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should be applied end when they should be spplled, snd that

was 8 very natursl concition, bscsuee thet 1s the most ime~
portant thing, to my mind, that we have to consider. e
have teken care of our circulating currency I think at the
present time in such a way that there it no jusestion asbout
it. Yet there ic 2lso the jusstion of caredit as related
to open market trensaetions and that juestlon is brought
up in the most vivid way, and naturslly by the New York
Bank, because that is where they feel 1t every day and that
1s where they give it the best con:tlideration. The rest
of us do not have that so constsntly before us all the tine.
It 1s very proper that New York should do that, and
that we should consicer it. But the dik count rate, how
eand when 1t should be applied, is the most important thing
to most of us.
It is very satisfsctory, I think, that all the papers
I have read on this tirst toplc agree that credit should
beé furnishea far agriculture, indwe try, snd dis tribution
of go« 8. There ls no dlssgreement on thet point whstever,
They also agree that credit should be furnished, sn even
flow of erecit, as it mey be expressed, st all tiies, and

without the blg ups 2nd downs oif credit rates. Governor
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Norris ssys tlmt these rates shouldid be timed so as to give
advence informstion to the business piblie of whst is prob-
ebly going to hap.en. I do not think that snybody would
Glsegree with that st all, It is supposed thzst the rederal
Reserve Banks, with their opportuniti:s for informat ion,
gnd thelr constent study of tﬁe subject, are in a positlon
to anticipate to some cegree these conslderable movement s
of trade, and 1f they are not they ought to be. They ought
to be able to see or to percelve when a movement lg started
end in its initiael stages, whet that noveuent 1s, angazsme
opportunity of estimet ing how far that movement 1s golng,
end I would agree with Governor Norris that that information
should be given out to the public es soon as the ofricers
of the Federal Rsserve Banks are convinced in thelr own
minds that it should be done.

As I say, there is no dissgresment ss to the objects
of the credit policy, but as to just how that ls to be
sceonplished there is some dissgreement, although thet real-
ly gets into the next subject more than into this one. 1

iean thset that is quite notlceable from the pspers read

and the discussion of these questions of the relative im-

portance of the discount rates snd other things. We hed
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s great d=al of dlscussion about that thing s couple of
years ago . 8 to how I1ar we could ¢epend on the discount
rates end how far we should depend on what 1e now cslled
“discretion”. I think that wr. #¥ills is right, thst there
is more emphssels placed on diseretion in the pepers that
have been presented than there was hetore. I, myself, am
rether surprised to see thet, snd 1 think it is probasbly
due, to a considerable extent, to the expsrience that the
Governors of the neserve Benks heve had, each in his own
district,

For my psrt, I would not care to use diser-tion any
further than 1s absolutely necessélye. I do not believe
in prying into the sitairs of the banks any more than ls

necegsary. ny whole measure of whet should be done le

the amount o eredlt théb 5 pbank demands of s Federal re-

cerve bsnk., If it is not borrowing at all of ths Federal
reserve bank, I do not see what right the rederal reserve
bank has to inguire into its sifairs; 1f it is borrowling
moderately snd well within rescon, I do not ses that the
Federal reserve bank can bother that bsnk with the question
of what kind of business it is doing. 1t is only when the

pank'e losns with the Federal Reserve Benk get to a polnt
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where they need con:ticerstion becsuse of thelr size thst

the Federal reserve bank should have the right to inquire
of the bank as to what they sre doing with that credlt.

Governor strong's paper--- if I mey get ofi the subject,
and this is & very interesting‘point to me--- rigured it up
~that three fourths of the ocredit would be afrected by &
change in «iscount rates. 1 think that is probs ly true,
put I, myself, will depend on diso unt rstes, and not on
disecretion.

e are nll more or le.s consclous of the rsar
thst there will be s movement of inflation In this country,
snd that when, i1f it coss come, it will find the bsnks
with a very lesrge reserve of eredit, and thset sny asttenpt
to ralse discount rates would be rcsented by the public
st large, bscause a our high reserve percentage. I wish
to say that 1f this inrietion movenient should come we should
not hesitate to raise the discount rstes, 1if we théught it
wss desirsble snd nscesssry, no mettsr if our reserve per-
centage was 90 or 1C0 per cent.

The Fedsral Reserve Banks h ve the backing of the
benking business ccumunity of the country. I believe we

have their confidence, and that the business o mmunity looks
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to the Fedsral res:zrve banke to protect them against any
changes that may come sboub, protect them in any inflatlon
by & ralse in discount rates, po matter whet the amount of
reserve may be, and I hope that there will not be the dighi-
est h-eitation to raise discount rates without paying at-
tention to our reserve position,

Vice Governor Platii The discucssion is certainly
teking & very interesting turn. Governor Calkins, I undere
stand you prepared s peper on this.

Governor Calkins: ur. eirnen, I wish to begin by
expressing my grstitude to Governor Norris, who made my

epology for me. Ity educational sodvantages were very limite

ed, inssmuch as I had no opyortunity to read over Governor

Norris' and wur. wills' papers before I wrote my menorandum.
pa; |

#nhst I meant by saying that the subject did not lend

1tself to ciscussion didsctically, ss Governor Norrls hes
sald, wos that it sesms to me to be 2 narrow question. If
it hed been put in the form of.a guection ss to what the
pollcy should be and what we should scconplish, I probably
could heve written st more length.

I think that the conclusions et the beginning of my

psper ape sbout the ones that I would st1ll submit, after
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having resd the pspers that have bsen written on this su b-
ject. The purpose of the ceredlt pollicy -eems to me to
be a very sinmple matter. The object to be achisved by
sny plece of mechksnism 1ls relstlvely a simple mstter, The
mlow 1s mede to plow with. However I will not dwell on
thet polint.

There is one roint which has been indicated by Gover-
nor Norris and Governor korss that I would like to say
sonething about. They kave both exprec:ted the view that
a part of the Fed:zral reserve credit policy should consist
of prophecy, and I am remincdsd st once that I once heard
one ofthe members of the Board say very rorcibly that we
would never have a gow: federal reserve credlt poliey
until we had good propheciss to bsse 1t on; &nd hse sdded
something to the errect thst the prophecy produced so far

had not been sltogether setisfactory. I an. obliged to

feel that there is no way of judging the future but by the

past, snd that if too much 1s incluced in the word “pro=
phecy”, thet 1t must be dealt with with cons iderable cau-
tion. It prophecy undertakes to go too far or locks
too far into the future for the purpose or formulatling &

credit policy, I am sfraid it will not be good pronhecy
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in every Iinstance. Prpphecy snd interferenc: with the
businesg of the menber benks nore or less hitch themselves
un', I think we skould refraln, so far as possible, from
anything spprosching interrerence with the member bonks;
but I put emphssis on “as far as possible", 2nd in thst
conneetion rourer to what Governor worss said, and thst is
tlist we havé'no concern about the operation cf the membser
benk until it is borrowlng rrom the Federal reserve bank.
I want to caythat in our experlence, in cur actual exper-
lence, probably the g.eatest difriculty that we have en-
countered in sn effort to do what was right In sn scute

citustion has been with bsuks wnich have previously never

berrovied one cent from the Fed.ral reservebank, but which,

when exemined, we found to be in extreme condltlon, so ex-
treme thst it wes e lmost lipossible for us to find 8 way
to assist them, Now, it secsms to me that that must be
considered, that the opportunity to take care of theneeds
of the member bank must be con.iuerst snd it must be con-
i€ are tc c¢o our work sifecectively bsiore the
sctusl occssion srlsds, in some incteances. I reslize
thst there is grest desnger in goling too rar 1n thet direc-

t ion. I told the Comptroller 8 story this morning ehout
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s wmsetion of our dGistrict which illuctratss very well what
I have in mind, and L will tell 1t here:

In s certain cection of the <istrict the bsnkers en-
countered a good meny unfortunate consejuences from the
finsncing of the cultivation and crowing of beet: last yesr.
Yonsejuently & group of them got together and declded thst
they would not asscsist anybody to grow beets this year.
They told their customers that they had grown thelr bsets
with disastrous results, and that they could not furnish
one csent for that purpose, end thst they must grow some-
thiing else. ~hereupon these customers planted pctatoes,
with the net reax lt that potatoes are not worth digging
snd that best:c are a very velusb le crop thlis year. Now,
we do not want to do anything like that.

Vice Governor Platt: That 1s a very pertinent illus-
tration. mr: ..cCord, in the asbsence of Governor wmehlinney
your psper seems to be the next on the list.

Lre herd: . wmr. Dealrmsn snd gentlewen, I have tried

to confine myseli strictly to ths heasding of the Eederal

Kegsrve Act, The object or the exlstence of the rederal
reserve banks seems to he csrried in the tit le of the Act;

“To provide for the establishment of redersol reserve banks,
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to rfurnish an elastic currency, to sfford neans of redis-
counting coumercisl paper, to sstablish s moresiresctive
supervision of banking in the United <tates, and tor other
purpo ses,

The first things under conciderstion is the =lestie

L4h)

currency. e won't d on that bscsuse it is very sp-

parent to every one. The next 1is the discounting of co =
mercisl pajer, That is 3 very essy mstter, esnd it was to
the sxpression “ror the bstter supcrvision of banking"

that I led my thought; 2lco to the latter part of the
juestion, “By «hat test msy we know thet 1t is sound?"

In reviewing ths exsmination of reports or the bsasnks in

our alstrict I round that those bsnks, :hose oiflicers and
c¢irectors did not take up the msjority psrt of a loon were
irn a better position to, hesndile the genersl publiec without
real atelstence rrom us, thsn those who hac the banks

full of interessted losns, I sleo found thet such basnks ss
hed investiient losns, unlews thsy were Govermnent obliga-
tions, wers not in poeition to telp the gsneral publie,

by caning to the Feusral ressrve bank Ior rediscount, ss
well 5& trose who had sn open rlow o1 crsdit to the eomuer-

clsl glde 01 their business.

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




66
For that reason, I mentlioned in my psper that the
aie counting crilcers of the Federsl reserve bsnks should
scqueint themselves with revorts of condition in =dvance
Oor vhether 2 discount 1s offered or mot, so that they may
be fomilisr with the conditiong in that psrticular member
benk when i comes to re-dlscount, I see that my friend,
Governor Cslkins, takes the ¢ me visw, that we should know
the conaition of a bank. I agree with the gentlemen whoo
have spoken sh:ad of me thst we hsve po right to intertere
or to go into our neuber bsnks' business, except to s point
0o acgu-inting our.elves with their condition, so that
when they come to us we will be in s position to kno their
troubles snd handle them pronmptly.
vut of this grest deflation thst hes eocwe, the rederal
celled
reserve banks werc not/uponthe bsginning, but when the
wlthdirewal of deposits came we found that our iember banks
were lozded, and the only rsmedy we hsd wss to go to their
rescue and help them. They hsd to come to us, snd without

our hsving seny knowledge, except these general reports,

snd &8 1t wass new business with us we wers not Ifully pre-

L ]

psred and did not have thie experience. I believe we are

in s better position todsy to know how to trest thsse mat-
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ters than ever before. I believe the conctant 1nvestiga-
tion and resuue of the report of conditions snd of the ex-
aminetion reports in the wasy orf ramillarizing the dis count
cowinlttee wit h these conditions is a very sound polley, and
I arm led to that point of view by the fact that those banks
that keep an even flow or credlit to thelr general customers,
not overstepplng thai.selves in lnvestment loans, not per-

mitting thelr internsl loans to get the better portion of

thelr resources, have most successfully aided the publie

in svery way.

Vice Governor ~latt: sy, hRich, you slso have a peper
on topie 1.

Py fdeh: I will not tske up any time in discussing

1b, wr Norrls has exgressed ny views entirely in better

language then I could do 1it.

Vice Governor Platt; I Go not know whether my list
of pspers ie complete, but any wsey 1t 1s nct ihtended to be
exclusive and we & not n=cd to stop the discussion, We
will be very glsd to hear rfrom snyone else on the subject,

Governor wellborn: I left houe about two wesks ago
ena 21l these pspers were sent to me here. I have not

had time to rssd them carsfully snd did not prepare my
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psper untll this sorning, so with your permission I would
like to resd 1it, iy psaper ie in snswer to . uestion 3.

Vice Governar Platt: 4 will come to thst presently,

Governor. Is ther. sasnyone else who cares to <iscuss Toplc?®

ur. Jay. 18y I say & word or two, wr® Cheirman, since
wrent
in ay peper I trsnsgrested the mule ond/ bsck s little into

juestion 1. nwy gquestion is No. 2.

I wes very much interested to hear Govsrpor Norrie
say that in his opinion the policy of the rkedzral Hecserve
systen: should be to take oiff the high snd the low polnts
of inrlatlon and deflstion, expancion snd contisction of
crealt, becsuse th.t is the point that 1 spssk a in my
psper, because it referred back to the purpass of the Fedsral
reszrve phlicy, end 1t seems to nie thet we should consider
it.

A number of the p2pers written on ths topic rerer to
the title of the red=ral Kkeserve act, with its three objects,
to furnish sn elasstlc currency, to srford means of redis-
counting o mmerclal psper, cnd ts establish & more eftrective
supervision o1 bsnking in the Unitea otates, and for other

DUrpPo S88. Lov, 1t seems to me that you c:nnot always rely
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on the title to s Congressional *ct Ior the whole scope of
the purposes contained in it.

I looked this merning st the title to the bill pre-
pared by Senato Aldrieh, rfor the so-cslled Aldrich currency
bill, and the title to thst bill wss “To incorporate the
nationsl reserve sssociation of the United ctates and for
other purposes", so thet ue would not heve gotten, had
that become & law, any guldence as to what our credit pol-
icy should be, It seems to me to say thet we should fur-
nish an siastic currency end that we should provide s mesns
for rediscounting psper, is very much like saylng that a
man should eat three msals a day and sleep elght hours;
but it does not go into the other things thet go to make
up & large prt of a man's life. If we endeavor, 88 wr,
wllle sug.ests, to study svsry communlity in our district
nd £ee thst they sre hendling proper psper, thet is an

important thing, ir dssirable. I sm inelined to think

thet 1t is not deslrable to the extent that he indicetes,

but if desirsble it is uninportent bzcause unsound move-
ments stabbt in the conmunit ies without sny .uestion, but
e cannot slways detect them by looklng at the o muunities.

somet lwes when you are in the woods you cennot see the




tforect for the underbrush,

I feel that in the rocerve system we ought to look at
our own districts very cerefully, esch one of us, but we
should slso look at the aystem 85 a2 whole, snd the system
as 8 whole, in providing exce.. credalt, ceasonsl or emer=
;ency crecit and currency, ls releted to our wi.ole problem
of procuction snd dis tributlon. Credit in itself 1s not
sn entity, not sn end; it only exists ss e tool to Iiscil-
itete produstion snd c¢istribution; snd therefore, in deal-
i.g +1ith our credit pollicy, we ought to look at what is
godng on in production snd wls tribution, to see whethsr
our policy 1s sound. It cesms to me that Governor Csalk=-
ins hee expressed that view most succinctly by esying that
we mey know that the redsrsl neserve credit policy is
gsound when the inevitebly fluctuations in production and
distribution have been mst with the minimum of economicsl
or tinsncisl diclocatlion, Thet wss 2 polnt that 1 wanted
to emphasize a little blt in ¢.nsid .ring the lorger juss-

tion of rFederal reserve credit policy.

It seems to me thet we should heve some way or aeter-

mining what our policy is. e mey not be eble to do 1t

now; 1t may teke two or three or four years to come to a
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conclusion from so wany dirferent ongles 2s to what our
objective shoula be, but I reel thet when e can arrive at
e conclusion and dscision as to thsat purpose uwe ought, every
time we make 2 chsnge in our position with respect to market
rates or open market opcratione, have some specliic objee-
tive. In locking over somne Gats with regard to the opers-
tion of the Germsn r.ischbank from 1876 to 1910, Irtlnpetl
ststed thet they hsve, during thet period, made 58 chenges

Tnecd ressons ior =sch

o

in thelr rates, that they h-ve sssdl
of those changes. 13 of those chsnges .ere mads to counter-
sct gold outilows rron Gerwany or to correct unfsvorable
exchnanges; 28 have been isce to counteract excecsive de-
mend ror credit cdowmesticelly, a d 17 heve besn wmade to
correct a combinstion of those two inrlusnces.

Vice Governor Platt. Those wesre all lncresses in
rate, were they?

whe Jday: Those w:re all lncresseg, 1 2ssume* 1

think it would kelp us very nmuch, in coilug to 2 conclu-

sion o9& tu what our nolicy is or should be, if svery time

we made 2 chsnge in our rate we would d:finitely set down
what we were trylng to do when «e wsde thst change in rate,

Vice Governor Platt. Has soweorne slse csanething to
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say on this topilc?

wr. Willer, or wr' hamlin, Go you wish to ssy sone-

thing?

wr’ ulller: I think we ought to hear more from the
gent lemen present here, wr. Chsa iruen. I édo not think the
gsubject has been exhausted by asny mesns.

Vice Governor Platt: I do not think so elther.

sy, Perrin: The view tlmt wr. Calkins expressed, of
minimiziog the inevitable fluctuations in volume of credit,
sppesls to me ss the proper objective of the eredit pollcey.

One point that I wes struck with in the stet anents of
one or two of those who have spoken, wae that the objeotive
should be to supply sn sdejuste amount of credit. It
geems to me thset the mord “aaequsts' needs & blt of explana-
tion, The supply or credlt may be of two kinds, absolute
or regulatory. By "regulatory" I mean thet tenporary
adjus tment in the cesh position of a mewmber bank, and what
I mean by "ebsolute" ie the aaprlying of sdditional funds,

It sppears to me that the purposss of the Ired-ral re-

save bsnks can hardly be regarded ss priluarily or imniedi ate~
ly to supcly an sbsolute addition to losnable funds, but

that it should be rather for & temporary or regulstory pur-

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




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

73
pose, to esnable the nember bsnks to 3djust their cesh
position.

Then on the guestion or the test of the soundness of
the credit polliey, it hss been suggs sted that the charscter
of peper ortered would be the tect oi that soundness. 1
submit that in s period or great inflatlon the pseper oifered

for redlscount is substentiaslly of the saue characteras

that orfered in s period of greatsst derlatlon. The

smount of rec.s counts with the Feceral reserve banke con-
stitutes but o very small part of the totsl loans of the
bsnks, even st the period of great est total of sdvencement.
The main body of losne in the membsr banks mey have been
msde with proper restraint, snd the psper oirered for re-
discount may be without exception; bubtsuppose we come to

a position where the totsl volume OI crecalts had bsen doub~
led and the totsl volume or production had not been meter-
ially incressed? The quslify of the paper cifered ror
reciscount, both by the menber bsnk snd oifered on the
open market, would probsbly be of substentlally the came
charscter when the volwne of credit wes only one hslf, and
therefore it see.s to me thst some better test or sound-

=

ness then merely the charscter of the psper, with retference
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to its providing runds ror "real trade", 1 think wss one
ot the expressione w ed, should be adopted, and thst the
qu estion of whether the Federsl reserve bank should msake
en absolute sdvance of credit FHould elso regulre careful
consgicieration,

Governor Norris: ar, Chsirman, I know of no better
way to get Glscussion on & subject then to subidlt 8 hypo=-
thetical guestion. It is objectionsble, I think, to sl-
nost svsryone, and therefore 1 would like to put s hypothet-
tecal guestion:

Suppose a reserve bank hes a reserve percentage of
70 or 80 per cent, thet 1ts losns to 1ts member banks sre
relstively small, thet it obs:zives that there ic an actlve
and constsntly incressing cpesculation going on in sither
stocks or mmmodlties; that 1t obssrves thst the loans snd

dlscounts of the banks sr= out of proportion to their de-

posits, thst there 1s going on 2n exploitation of lands,

the building or railroads, end the sxtension of industriasl
plants on short time borrowings, with a constant conver-
sion of liquid sssets into rixed caepital, Under those

concitions should a reserve bank advsnce it s rate or

should it not?
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That seens to be alumed st something

Not at all.

About sdvsncing the dic count rates,

GOvVErnor wmorss; 2

It sesms to me thet the conditions that Governor Norris out-
llned would not take place unless it was reflected in the
losns of the Pedersl reserve banks. Ag for raising the
dlscount rates with s high ressrve, 2s 8 matter of practics,
probsbly, we would not be justiried in doing it unless the
situatlon had gone Yar enough to retlect ltself in our
loans.

The only thinpg thst I wanted to emphasize wes that

perhops 3 slight increase in our loans, indicating condi-

tions which were tsking place, or which indicated the trend

or uwke t was cowlng, should be met by us with an incresse
in our dis count rates,
Governor Strong: isre Chairnan, ars we going to con-
tinue our mseting after luncheon?
Vice Governor Platt: I thought perhaps we could con-
clude Topic 1l this morning.
Governcr Strong: But you do expect to reconvene

efter luncheon?




Vice Governor Platt; Yes.

Governor ctrong: In that cese I might intrude on
this subject, although the topic w2s not originally assigned
to me.

The toplc on the program reads ".hst object should
Fedsersl reserve crsdit policy seek to sceonplish', which
is the first half of the juestion., Golng back to the be-
ginning of the war, L think it 1s clear to everyone in the
ressrve system that our credit policy was designed to facil-
itate the rinsncing of the war, snd that that polley con-
tinued until the © nclusicn of the war. After ths Armlse-
tice I think you will find, if we had any pollicy at all,
it wass perhaps that of facilitating the Tressury in con-
¢ucting post-war finsncisl operations. Co:w.enaing withthe
fall of 1® 1 I presune our credlt pollicy was directed
toward srresting ifurther inrlation, on the first of Jan-
usry we had s further chsnge in the credit polliey, which
I think was brought out st the Conference of Governors

held in aApril-e-

Vice Governor Platt: Of 19207

Governor strong: No, inapril of 1922, thlc year. oit-

ting in this room I asked each of the Governors of the re-
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«erve bsnke what thelr pollcy wss of msking Iinvestments,
and sveryone of them replied thet it vwas to earn enough to
pay expenses and divicends, and this thought is suggested
by what wr, Jay saild, thet it did appear at that time that,
without consultation emong ourselves, we hed automstically
end volunterily started a policy in the system, end pos=-
sibly & necesssry one, of earning enocugh money to keep go-
ing, ond in the course of deing so had sdvsnced 500,000,000
to the market, so to speak, which wss eguivalent to impowt-
ing 500,000,000 in gold, This occurred at & time when we

were lmporting gold, snd the object of theappointment of

the committee and the extension of its dutiles somewhat I

spprehend, 1s ror the purpose of providing facilities ror
sxecutlng the credit policy in regard to these investments,
when we decide upon a poliey.

Now, 5 to the importsnce of it, I want to say Just
one ward. Wwe “flz- the rete st which the member basnks
discount paper with us. #e heve no position in the market;
we have no inrluence upon the msrket st all; we are set
in motlon hy sn spplication from s member bank to lend it
money, we then pass upon that, snd, in most cases, we ds-

clde to extend the credit, In very few casges 1s it de-




clined. Ii apprlicetions come in too rsst snd our re-
.erves go uecwn, we rind it necessary to increase our rate,
end we btake sdvantage of thie provisions of section 14. No=-

body eets this in motion, sxcept our own desire to accom=

plish soimsthing, and 1 think it is impertsnt that we should

find out at this meeting vhst we do desire to sccomplish

by purchasing Government securities, at leasp, in t he market,
under zection 14, :zstablich s policy, determine what we are
going to do, snd tsks advantsge of the machinery thsat has
bsen establishad to carry out thst oollcy.

This ceems to bssr cirectly upon this tople, snd I a..
meking the remark siioply in the nature of 2 rejuest, if 1t
meets with your st roval, that berore this mseting sdjourns
this efternoon, we have s discussion of just what we sare
seeking to aeaccompllsh by buylng Government sscuritiss, whe-
ther we ought to keep them or sell them, o buy more, &nd
how it should be done.

re Austin: uay I ask Governor ~trong a cuestion?

Vice Govérnor Platt. Certainly.

ure Austin: I undeéstood him to say that our buylng
+500,000,000 securities snd putting thet money in the market
led to the lmportation of 500,000,000 in gold.

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




79

Governor strong: No, wr, austin, I sald it had the

effect as the importestion of 500,000,000 in gold.

wre Austiln: oh, I misundsrstood you,

mre Wille: mey I ssk a hypothetical question sbout
5 particulsr statenent that Gov:rnar mar ss made? I would
like to ask thic juestion: He ¢3ld we were not interested
in the borrowings of the mewber banks untll they became
excecslve, I would like to ask whether a2 bank thst wasn't
borrowing at all, if that bank come 1in end rejuested a loan,
snd thet bank wss lendlng money on aell “treet, snd hsd
just turned in some psper that it hed bought with Kedersl
Reserve bank monsy would it be good sound policy to aecept
thset kind of peper at thst stage?

Vic- Governor élatt: Thet isn't & hypothetical ques-
tion.

Governor worss: I will sesy, wr. Chsirman, that I
never ask any wsstions of any of our menber banks when

thelir lo ns are emall, It sezms to nie that vwhat the Feceral

recerve banks chould do is to be prepsred to take %care of

the situstion and to check banks which Inve gone too far
in some operation or other, so that they becouwe 1n & sense

overextendsd, and thet i1s reflected in thelr losns with
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the Feueral Reserve banks. It may be thst they have
soney in 4sll Street; thsgy may have © ninercisl psper, they
msy buy bonds, they mey do snything, I do nt think it is
the object of the Fed:«ral ressrve banks to protect everybody,
or svery bank, from the penslties of thelr own operations,
weed I do not think we should sttempt to do snything of that
sort. Bsnks sre bsdly msnsged, some of them, they get
into operations snd meke unsound loans snd buy bonds, erd
it is quite well known thsat they do, and 4 do not think it
is rfor us to protect them froin wwerything that they milght
posslbly édo. They will sufier, #nd why should they not
surrer the nenalty of thelr own acts? vtherwise they are
not much more thsn childaren. But we shoulc slways be
prepared to take care of the situation, sund thsat 1s the
resgon that, under the 4ct, we are instructed to meke loans
with due regard to the necessities or all the banks, and

we should protect the Fedsral reserve besnks from losns by

ov er-extended banks. If 2 bsnk is doing things thet 1t

ought not to do, thsat 1le the business of the Comptroller to
check them up, and not that of the Federal rescerve banks,
or it is the duty of the sState bsnk commissioner, whichever

it may be. We do not do thst z2nd L do not think we should
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et wp, siiis would incicate or suggest should be

dore to my mind would iuske 2 supervision of the banks one
thist would be intolersbls to them, would get us disliked
to such sn extent that, upon my word, I think we ought to
be cestroyed. wy view is that we are not to run svery
bsnk, not to know sverything thst they do, and not to be

ssponsible ror sverything that they do, end I diagree wlth
wr. #ills in tre idea that he seems to heve thst we should
keep supervision of the loans thst ths banks make and see
that they sre proper losns, looked at from the vieswpolnt

that something migat happen to the Pedersl r-serve bank or

to those bsanks,

Now that I am on ny feet I would like to reffer to some-
thing thst Governor Calkins saild, and that is that prophzcy
W8S Very dangerous. Thers ig nobody who 1ls mors sghy of
meking prophecies then I am, end L iully reallze the dsnger
of that. At the same time, moveuents 1n buslness are
detected quicker by sowe people than by others, and they
are more quickly deteetéd by those who 8re in 3 position
to vee the wiole situstion snd to glve theiy tine and at-

tention to .tudying it then those who are not. Bus iness

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




83
men, es 8 whole, have thelr greatest attention given to
producing goods at s price st which they can sell then, and
they do not think so much of other things ss pserhaps they
gshould,that tske up the time snd attentlion of the Feceral
reserve benk orricers, snd + think thst the redecral reéerve
benk orilcers are in such position and should give such
tine and attzntion to the aabject, that they would be able
to detect the trend oif events snd glve notice o I to the
business conmunity probsbly in scvence of the time when

most of that community would notice 1it,

Ly Wills: ey I Just say that I think Governor worss

missee the polint of ay yuestlon. I had no intention of
giving the lipression that we were golng to act as wet
nurses for these bsnks; but I wanted to bring out the point
thet we were only protecting ourselves when e did thst,
becsuce those two ojerstions consist in taking the reserve
bank involuntarily into the open msrket, In one csase
loan the funds to .sll Streset, snd In the other case we
loan them in the commercisl nrsarkst, I just wsnt to point
thet out 4z = dirfersnce in our viswpolnt.

Governor ua ss: It 1s very hsrd to deiine some of

these things, Frobebly when 1t cesme to s mstter of prac-
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tice the practice of the Boston bBank would not be dirifer-
ent irom the practice of the Cl.velana Bsnk. The state-
ment thet you should keep infcrmed of the loans of a cank
when they have msde no c2ll on you is quite a broad state
ment. Frobsbly wr, «#illé, in practice, would not go much
rurther than we would.

Governor otrong: may I ask one juestlon, which ise
perheps of a hypothetical nature also? I would like to
ssk wr. Wills, if I may, hypoths tically, whether, vhen a
benk In Cleveland, say, 8 member bank in “leveland, which
hes losned 2 million or five million or ten miliion on

stock eicrange in New York, ar lies for a redlscount

at ths Heservebank of Clsveland because its ressrve has

become impsired by rszson of withurswal ol deposits of
money of that sort, how these stock s xensnge loans, vwhich
the KFederal reserve bank requires the member bank to get
should be liquidatec, by uhat nethod?
wr, Wwills. They sre going to be liguidated by the
reverse method in which they were obtelned; that 1s all
I know. L mesn they would go through the same process,
Governor strong: There will be one of two methods;:

they will try to get some other fellow to lend them money
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or they will sell the securities,

wPe Wills: Yes.

Governor Strong: Then aren’t we gotipingback to the
oldc system?

Governor Calkilns: As wae of course 1lnsvitsble, we
are alscusesing all the toplcs on the program. The cis~-
cusgion has shown s tendency to be rull snd undoubtedly
will continue between two more or lessopposing views, one
ol which stated extreimely is that the rate slone nust re-
gulate, nothing but the rate, The other is not so extreme,
tr.st while the rate msy inrluence sou.e other things must
be teken into con:l aeration. Now, it may be true thst
in lsrge cities like Cleveland, Boston, rhiladelphia and
New York ths rate nay be dependedi upon to s grester extent
than elsewhere, but we have feund by demonstration thst
thi- rate slone will not control the volume of credib, 2nd

we are brought to the consideration of the situstion of

2 bank wheﬂ it spplies for rediscount. It 1c sll very

well to say that @ bank should suifer for its own mle-
menagenment, It undoubtedly should; but unfortunately
othér people suffer ss well. It is all very well to say

thet mismansgement of the bank's business is the concern
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oif the Comptroller of the Currency and not or the rederal
reserve banke, but it hsppsns to be s ract thst the Comp-
troller of the Currency has no rund #ith which to keep a
bank open when it is in dsnger oibelng closed, and that
is the business or the irederal reserve banks, and unless
we pay come attention to the menagement of the bank we will
gsuifer the consequences of thset lack of sttentlon.

Vice Governor Platt: I do not suppose that Governor
1Lorss meant to say sxsetly thst the redersl reserve bank
hes not sny interest in knouwing what the mewber bank 1s
doing, but he came pretty nsar saylng thst.

Governor uorss: | I take it that in svery 1rederesl re-
serve bank esch of its member banks h. 8 s pscullar stand-
ing end charseter; they heve banks that they know what
it might be expected they will do, some of them msy need

extrsie ottentlon, while othsrs way ROt regulire any stten-

tion st all. Wow, with the knowledge thst you acquire of

thoce bsnks, in the course or ti.e snd expsrience with theny,
you know how to deal .ith ssch benk 3%t sny tine, no mestter
what may hap;en to it. I soulc disclsim sny thought that
we should not psy sny sttention to our member banks st

all. As I s8y esch one of them hs: 2 cttanding and character
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58 eny wen would have with his custonm-
thot he dealt vwith, good bsd snd incifierent. That
is whet your experisnce gives you sna ensbles you to deter-
mine what ought to be done.

Governor wmecbougal: I was much interssted in the pla-
ture drawn by wr. Norris of s condition which might essily
srise with tle reserves ot the rederal rsserve csystem very
high, a conditlon aof wild speculstion, snd his ingulry ss
to +hat would be the proper rate policy to épgly und-r those
clrcumstances,

I wes slso interested inGovernor .orss' statemsnt, if
I vnuerstood him co:rectly, to the efisct that a condition
01 thst sort--- maybe I misunder:tood you, GOvVernor uorsg—--
would be lnevitably rerlscted in the cemsnds upon the Federal

Now, &8s evidence of the faect that Gover nor

mores is mistekepn,at lesst to some extent, I can refer to

s conuition which arose in one city in our dis trict where,
curing s period o1r time uhen the banke in the district,
under nonual conditions, woulcd have besn lijuicatec, whe n
they should have had thelr 6wn lecening power svailabk, they
got into thls period of & nsture quite similsr to that to

which ire Norris hees referred, and whet hsppenedr It was
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not reflected st tist tiue in ths demands upon the Federal
Reserve Benk of Chicago. It resulted in spplying first
thelr own lcsning powsr, which thsy should have rsserved
for sgricultursl purposes, then it resulted in driving them
into the Federal reserve bank st a tlme when they should
not hisve hsd to come there, perhaps. That was going on.
#e knew sauething sbout 1t, but we dld not know the extent
to which it wss golng on. That bears alrectly on the

polnt that .r. Norris raised.

I have been very much inte:ssted in this dissussion

so far and I sm setisried thst ths first fsctor to control
is iound to be ths rate, we all know that the rates thst
have been ~urrent will not be a complete control, snd do
not control to any extent the rates charged by the siall
banks 1in the country dis tricts. I belleve what 1s true

in our wistrict is true in =21l districts, but neverthsless
the rates that have bsen in rorce for anumbser of nonths
heve, in my opinion, been Lcesl snd have snswered the pur-
pose oI discoursging nisuse or sbuse of the borrowing
privilege on the psrt of the bsnks In the financial centers,
irom which centers we get most of our losning power. I

think with respect to thst class of benks, with our 43%
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rate in Chicego ond & 4% rate in Nzw York that the results
attained with the blg besnks hsasve been sstifactory, not for
8 week, but ror months. It ghowe that we hsve some con-
trol there, becsuse it 1ls humsn nature of the banks, Lf
they can borrow for profit, to do it, both big end little

benks,

I think, howesver, thst the metter of dlscretion 1s

one which we aust nll exercise, I consider that Governor
worss! views sre extrene. 1 think in the Federal reserve
benks we must not torget that we are aispensingeredit an Q&
that the underlylng requisité.should be the game as though
we were concucting a coumerciel bank, glving, & courss,
due consiceration to the fact thet msuber banks hsve some
privilegss under the act, snd I do feel thst it is our
business to know each individual member bank, Jjust ss 1t
would be if we were a nducting & comnmercisl bank, snd that
wher wve do learn to know our banke, ss most of us have

in most c¢sse8, Governor worsis, that the policy you have
out lined cean be rollowed, wWe know thebsnks snda we do not
juestion the uses to which they are putting the money in
most ceses; but 1t th:re are rsasons for guestions, ue

&o not hesitete to take the mstter up. We have got to
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consid:r, of course, the uses to which‘they sre putting the
credlit, the charascter of the psper they oirer, but I tell
you, gentlemen, we have got to consider slso the present

condition or that borrowing bank with recspect to 1ts assets,

su:a psrticulsrly with respect to the tendeney of the manage-

ment, whether the msnsgewmsnt or thst bank over s period of

tine has been eriiclent snéd satisfattory. Thet is a very
important metter ror us to besr in mind snd to glve con-
ciceration to at all times, I believs.

wrs Curtlss: It seeas to me, Governor wcidougal, that
what you have s21& in r%yerence to Governor worss' position
beins extreiue, le perhaps bssed on misep:rehenslon of what
Governor uor s8 had in mind, which I think I c2n perhsps
bring out,

wur® iller: Ars you going to talk on tic
discount polley?

ar, Curtiss: I wes just going to ansver the guestlon,

wr, millenr: 3 ge ng pretty rar sfield of the
topic on this program ss sssigned, end 1 think the whole
thing will be very much more rrultful 1f the discussion
adoresses itseli to the topic, sven though it mskes refer-

snce to r.l ated things. However, 1r <& go ahead end diseuss
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questions thst sre schedules for this arfternocon's ciscus-
cion, we will get pretty badly bslled up, snd the interest
thet will sttech to these pspers which have been submitted
will be dininished,

If nobody slse wants to say sousething,
not think thils toplc hae been scretched.

Governor wcbougal speaks of the rederal reserve banks
g8 diepencers of credit. They are; but they are very
much more thien thst; t hey sre wsnuracturers of cr=dit,
¢end they are 1in the rare position of being dispsnsers who
are not limited by the fact thst the accessible and avail-
able supply of that which they clspense is limited. They
mske the supply. There 1s no wethod by which you can
get incressed credit in member bsnks in this country except
by an oaddition of gold, which 1s on 3'dition to the re-
serves of the meunbér bsnks, or by an sddéition to the volume

of credit by a fecersl reserve Lank, The important thing,

sg Isee it, ic¢ thst we should realize '~ ‘st the outset that

the Fed:ral heserve bank, whevsver it scts to elther re-
strain or to restrict or call in credit, sifects the total
volume of credit, end thereby nsngs & very long tall, which

we hope will be brought out in some of the pspsrs submitted




on the second topic thie afternon.

I have Lesrd in federal recserve dlscussions freguent-
1y statements to thie eriect, sometimes by the oftlcers of
rgwerve

e/bank : "] pelicve in letting the lsw of supply £nd

demond regulste thls thing." A etatement of thst kind,

to my mind, overlooks the most funcamental and obvious

thing in the Fedsrsl reserve bank, snd thet is that the bank
itself is the supply. shenever the straln upon creéit
reaches a certsin smount--- and this is vwhat mekes the
mstter of polley so rundamental-<- by 3 nere stroke of the
pen, by the inrlux of s littls bright ink into your re-
serve ledger, you create credit, s very much simpler pro-
cess than the importation of gold in the olden days, or
even now,

The guestion, thersfore, which strikes me that is lm-
plied in this inguiry is: whst is the object or a good
credit system and by what test msy we know thet Lt is
sound, 1s one thst rsjuires very much more toroughgoing
snalysis thsn hes yst been given to it, end thst that is
whet makes 1t a mettsr of policy. we cen make credit
essy, plentiful snd cheap; vwe can make 1t scsrce, by ome

nsthod or snother, by discrotion,by rate or by a combinsticn
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of both with other things, we can mske it dear,

Now, theu, ths probleiw to my mind in this situation
ig: +hen shall we know; by what cigns shall we know,
shether or not there is not enough creait, too little credit,
or too much cresdit? «€ operate on the volume or credlit.
ihen & cotton grower in couth Carolina goes to s member
benk and borrows = thousend dollsrs, that is not simply
sn addition to his crsedit; it.is sn oddltion to the total
volume of credit In the country; he usee thst credit to
peythe bill of the implement mesker, or the grocer; he sends
s part of that money to New hnglandi 8 pért to New York
snd a part to Chicego, 2nd it becomes sn sadition to the
total volune of eredit in exlstence, exercislng the same
sffect, exasctly, in tlme thet any other sddition to the
totel volume oif eredit exsrclses. That is whet we have
got to recognize et the very threshhold of this inquiry.
I submit, thereifore, with all respect, . to both the dif-
ficulties of the problen and the naniiestly sincere eriort

to solve it that have bsen nsuse in the pepE rs submitted

on the subject by wr. Norrls end ~p. wWills, thst to sey

thet the buciness of the Federal reserve banks 1s to sup~-

ply adequste eredit, begs the question. To say that it 1is

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




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

93

its business to see that the trsnsactions of its nember

benks are proper-~~ in other sords implylng in that ths

extension of s proper volume of crzdit to thosé member banks
-~~~ begs the question. ihat 1s an sdeguste supply of
credlt? dhat 1s the proper volume of credit? dhat 1s

a proper trsnssction? %e do not primarlly concern our—‘
selves with the individusl trencgction, except as it bears
evidence of the purpose for which the e¢rzdit is going to

be used. Qur primsry concern with the individual trans-
action, as I view it, is bescause oné methof by which you
aad to the total volume or credit is through the individual
spigot. Now, the addition to the volwie of credit be-
comes of great conseguence to the country ss uell a8 to

the individusl thst gets 1t. I think when Governor worss
saye that he doss not view it as his business to protect

en ovéerextended bank agoinst it s own foolishness or mistskes
thet he 1le onquestionasble ground, but I should say that

Irer more Importsnt thsn his responsibility to the member
bank 1s hils responcibility to the coumwunity, It 1s our
business to protesct the com.unity sgeinst sll types of
extension of credit thst are unnecescary snd thst sre un-

justifiable scditions to the total volume of credit in tines




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

o

when credit 1s expending, just 3s it ls our busine:rs to

protect the community sgsinst the cons:jusnces of too con-

ciceroble & rectrietion of credit, under certain other con-
dgitions.

Thst means to my mind, that chen e cows to the second
psrt of this juestion, samitting thst 4e agree thst it 1s
our business to ses thst the couc.ercial bsnks of the
country mey get credit rrom the Feaersl reserve banks on
teris snd conditions thet will snable them to neet the
economicel sna welid needs of prowuctlive industry, that
it still remaiﬁs for ue to determine by what test we may
know whether or not the nceds vwhilch wg 23re supplying are
really velld needs or uwhether they are not valid needs.

iur. Norris, I think, begins to spprosch that end of
the gquestion when he says to prevent the pesk from being too
high, in times of expaneion, 2nd rrom being too low in
times oxf resction. ihy should you hesitate in saying to
prevent eny peak in tiliue of oxponsion that has the snow
csp or the mentle of inflstion on it, rroubeing too high?
what do you mesn by that? shat is ths proper height.

Too much end too little, it stiikes me, nean much or llt-

tle sccording as w. hsve & standard by which you csn deter-
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mine whether or not something 1ls in excesse. So L say
negotively it will be 8 coupsratlvely sasy metter to
gerine the proper cbjeective of the Fed:ral Reserve credlit
policy, slthough perheps pretty alriicult to dsfine It in
practice. But to give the discussion pocint, I would say

to prevent inflation; I would slmost go so rar 8s saylng

thet sntirely apsrt iroa the técunigque of the instrumental-

ities for giving etrect to the credit polliey of the
Pederal Recerve zystem,

The primsry negstive test is that 1t never induces,
supports, or sssists preventable inilation. In ssying
that I use the word “intlation" with soane di crimination.
I do not meean sinple sxpsnsion. I mean sn expanslon of
credib that csennot jusﬂify i self by the results that that
credlit produces. An expansion o credit thet justiries
itself by a co.responding incresse in the total volume of
production does not wear, does not neces:arlly wear,
the a?pects of inflation, slthough it may poeslbly carry
within itsself the ceeus cof inilatlon. 30 thst when
we mean by inrlation sn expansion of industry, supported
by sn expsnsion of crsdit, thet ,lves rise to an inrlated

condition in inuustry, in which the addition or credit
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let out by the reserve bank coes nothilng, let us say, ex-
cept to tlow up the balloon of eracit snd reise the general
level of prices, uwith the inevitable r-sction tnst must
follow thst cource, we are spprosching this question in
g negative uisnner. In chbher words, to my mind, 1t is a
mstter or Gegree,s m2tbter of volume. The pepers that have
been prepared with grest care in this connectlon use the
terme os though they were self ueflinlug. Jdns psSper uses
the term “proper and ressonsble", as though they were self
derining terms, ond the other uses the term "adsguata" as
thouch that were a self-defining teru. Now, that is
the very yuestion lnvolved. wpat mea-ure of adeguacy,
whet messure o reasonableness, what measure o propriety
can we ssebt up. I think we are still conironted wit h that
juestion, slthough I sssune ve wlll get some light on it
in some subss uent pspers or subsegusnt toples. In other
words, by what elgn or messure; by whaet sign do you know
that there is an insceguste or sdsjuste supply, and by

shat messure can you detsermine ths awount of the superflu-

ity, or the amount of the derlciency?

I repeat once more thet, to any mind, it i1s fundsmental
to this whole discuscion thet wzs tell right nou whether or
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not this proposition ie correct, that every sction by @
federsl resirve bsnk 1s sn sction upon the total volume orf
ecredit, just ss much as cestings bucket oI water intothe
big reservoir in a city is en sddition, not to meet the
individual supply, but an sddition to the total available
supply. Therefore, L1f I am right in thot sssumption,
L will go so.far ss to say that that le true ss regards
any one of our twelve fedsrsl recerve districts.

An sddition in san Fraacicsco is potentially en SGdl-
tion in New York and in south Carollna. It is bounc to
get theresconer or later, An inflation started in one

aistrict ultimstely, unless controlled end checked, beconies

an inrlation in snoti -r uwistriect. To wy uiind one of the

psculiarities snd theorstical objectlions to our regional
reserve system is that ss yet there 1s DO iethod by which
one cection of the country czn protect itself sgsinst an
inrlatidn suprorted by s reglonel peserve bank in sny one
district, except tlhirough the intervention of the Federal
Reserve Bosrd. That is one of tine ressons why we sut down
the fourth juestion, thst touches on that. It 4t 1s true
thst the volums ol cr:é¢itis the thilng upon which we operate,

then it is nost important thet that volwie ol credit should
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be operated upon properly, if I may use that phrase, at
<very point. ¢ cannot, I thlnk, get sway from that. I
still long for light upon the ;uestion by what test may
we know whsthier the supply of credit is or is not sde-

quste.

mr. lmitchell: Before we adjourn for lunch I want to

goy that I think thet the rates of the Federal reserve
banks can control credit policles to & very great extent.
so long es thie Fedzral reserve bank rate ls such that it
does not afford the member bsnk s profit in rediscounting,
there cannot, in my judguent, be any great tendency to
undue Iinflation.

I believe, &s Governor wmcbougel hss ctated, that the
ratcs of the Federal reserve banks todsy sre pretty nesarly
right. Ihsve slways been of the opinion that the Federal
reserve bank rates should be egusl to or & trifle higher
then the going rate. The borrowing by member benks from
the Federal reserve banks for‘ the purpose or lending in
Wgll strest ota big profit 1s no doubt done in sowe of
the districts, snd that should be deplored, Ido not be-
lieve the rederal reserve banks should countenance such

an operation, bsceuse it is tantamount to the led-ral re-
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in.irectly for speculstive purposes,
sné I belisve thst there shiould be some regulation on the
part of the Fsdrral rese.ve banks to control operastions of
that kind. But I want to imprese it upon you thet my views
are that the ratés of the reueral Heserve banks stiould not
artord the member bsnks eny prait in reulscounting, end if
that oo ndition o aiffairs can be weintslned I su notrear-
ful & any grest inrlation.

Recently, and I do not intend to criticlsae the poll cy
of any ons or the Fedsral Reserve banks, there wes on in-
clinstion on the port of the kKederal reserve Bank of San
“rencisco to sstoblish a 3-1/2 per cent rate, and I under-

.

ssssing, did it not?

r

stsnd that 1t came very nesrly
wre Perrin: we were“~dlvided board.
wpees mitchell: You wzre cdiviced on the juestion of
sstablishing o 3-1/2 per cont rate. shy the san francisco
Dank should think for one minute of establlishing a
3.1/2per cent rate is beyond ay comprehension. I trink
that 1s the most riciculou. proposition thst how ever been

put up to the Federsl Kecerve Bos rd since I Lsve been on

it. The benk rate is going to control this thing.




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

100

Vice Governor Plsatt: Gsnt lemen, I under .tand there

ies s motion befor wus to sdjourn. The motlon to adjourn
is not debatsble,

<]

(il.ereupon, upon amotion duly seconcsc, thie Conference
recessed from 1:10 olclosk p. me until 2230 o'clock p. m.

of the sawe day.)

A¥YTAR neCrss

The Joint -ession of the recsrsl Reserve Board with
the Governors ond Chsiruan 5 d rederal neserve agents of
the redersl Reserve RBsnks reconvened st 2:30 o'elock p.m,,
~ursuant to adjournment.

Vice Governor Platt. The weeting will plsases cone
to order, Tre dlscussion oI the norning wendsrea some-

nic ze:sis

anst rrom the strict letter or the to
rather nstursl. 1 think perhaps one resson why L1t was
not definitely stated that ths chier onject of the Federal
reseprve erccit policy wss t. prevent inrlation was be-
cause that roct we. a little too obvious. it also struek
me thet, insspgmuch ss this 1le ¢ regionsl system, that the

conaitions in one district sre diierent rrom those in
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in snother 2nd the position teken by Governor iorss snd
representatives of the New York, Buston snd Philacdelphis

~ietricts is nsturally & little cirierent rrom thst taken

in some of the other ok tricts. The Kichmond uvistrict

would be in prectically the sane position iIf it was not
for soutl Corolins, and perhaps @ ;ert of North Carolina,
I presumnse, The .iscussion sesws t0 be 8 very intereste
ing one; 1t has been 2 iittle slow in gstting heated up,
perhaps, but we hope to get started this siternoon in

good form, The next toplc 1ls:=-

2. hat relative importance should be glven to
the following factors in deter.inlng such
policy?

8, Federasl Keserve ressrves.
b. Interest rates in the open market,
¢, Interest chsrged by member bsnks.
d., Interest rates pagid on tlne doposits.
e, Belsnee of traus snd inward or outwsrd
movement of gold.
Credit conuitions in, snd exchasnges with,
lsading forelgn countries.
Volume of bsnk loans snd ueposits,
Business and industrisl activity, present
or prospective,
Cous0dity price level,
Condition of security markets.

The leaderson the progrem ror thls discussion sare
wesSsrs Jay and sesy, If you are resdy, ur’® Jay, we will

call on you fiprst.
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r, V3 wr. Cheirman, I would like, if I may, to
first inguire if it 1s the view of the Bosrd thst there
should be any sttenpt st reaching any conclusion onwhat
the PFederal reserve policy should alm st? It is diffi-
cult to discuss thes second tople unless some genersl under-
etending ic srrived at on the first, becsuse diirerent
factors.ould bear ditfersnt pollecies,

Vice Governor Platt: I think you may sssune thst
the purpose of the credit policy is to prevent inrflation,
8t lesst,

wmP  day: To prevent inirlation?

Vice Governor Platt. Thet that le the msjor purpose,
perhsps,

e wmiller: ihy do not you state your own conclu-
sions, wnr. Jay, and take them ss your starting point?

wr. Jay: wr, Chairiuan, L was talking wilith wr. willer

during the lunch hour, snd ssked him whether he thought it

might be possible to gst an expression of opinion as to

what we should ain at; in other words, ss to whether we

should aim at snything more thsn merely supplying our
member banks with ecredit snd currency. we ald not have a

c.ance to discuss whether or not he thought that practical,
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but he just new sugrested that I might reod sonmething
I had written out by wsy of & hypothetical juestion.

not know whsther we want to go back into thst or not,

wk, Miller: That statss your own pos itlon st the

momsnt, coes it not, and is it not trom that positlon that
Jou spurosch your ciscussion the secona jusstion?

wr® Jay: Yes. Federal rsssrve credit policy should

iistrict aspeet to furnishing credlt and
currency to meiber banks ror sesconsl ana ewergency re-
guiremsents,

B In its naticnal espect to prevent credlt expsnslon
iron. 4 veloping into inilstion snd nstural contraction iwom
developing into the cohverse of inflation, which I esll
here deflstion,

C By whotever me.ns Kedsral res:irve credit pollcy is
made efrective the (is triet sepscts of the pollcy should
harmonize twith the nstionsl sspects.

Now, that is just somsthing thet 4 roughly ,onciled

wr, Chsirmen, the sscond toplc, whlch was assigned

to Governor :esy and me to resd the leading pspers on, and
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on which two others, ur. wartin snd ur. Austln, so rar 3s
I know, have helped us out by their views, 1s 2 very aiffi.
cult one to cdiscuss, iirst of all bscause the 2nswer to
guestion No. 1 is lsft indertminate, 1s not given to us
either hypothetically or otherwise, snd certslnly because
we ware only glven twelve hundred words to discuss ten clf-

ferent influsnces on determining or creclt policy.

0f course the Federsl reserve reserves sre always a&n

inportant consideration, wr, Norri, in hils paper, says
that they are an easy gulde, but a bad onse. One of the
others who has written states that theylahould be thie nain
guide, end even goes so rar 2s to suggest an sutouwstic
scale by which, when the reserves sre at s certaln percent-
sge the discount rate should be at s certsin percentage,
snd s0 cn. I csnnot help feeling with regsrd to that thst
conditions in the United states, in the Federal rsserve
benks, end in Grest Britsin in the Bank or :nglsnd, at the
present time are s pretty good srgunent sgsinst sttempt-
ing to have s rixed sgcale to wmessure your di scount rstes

by . We have thils tremendous reserve in this country which

has come to us due to abnormasl conditions arising out of

the war and, 1t seems to me psrsonally because of thils
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largely fortuitous supply of gold canlug to us by force
o1 necsssity, wheress the Engllish are getting along per-
fectly satic fsctorily 2nd have much lower retes then we heve,
reserve of only Yii teen or twenty pesr cent on thelr
deposits. O0f eourse their notesg sre secured by & much

3

higher percentsge of ressrve.

Feeling very ctrongly,zs 1 do, thet we should have a
netionsl policy which looks to sousthing more then merely
supplying credit snd currency to the menber banks for thelr
needs, sessonsl and euwsrgency, I csannot help feellng, as

I stated in regard to juestion No. 1, if %e ars to bese our

larger nationsl policy on an sttempt to prevent Inilstion,

fe

s you have suggested, end also possibly to prevent some

of the rigors or constrsction, whlch alusys 1ollow 8 ner-

expsnsion, thet we must have come wsy of measuring
whether we heve an inflation @ not; 2nd 1f you will look
st the d-finltions of intflation in the a;ctionary, you
will sese it iscsluost invarisbly stated a2s sn undue movement
in currency or prices, thst the two sre grouped togethsr;
they follow one anduer ss closely 1n the dictionary defini-
tion of inflation ss they do in the charts of the two

phenomsena.
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Thersfore, the messure or whether our voluie of
credit is out or line with the volume of productlon 1s
shown very largely in prices, so that in order to determine
shether we should maeke a move in our national credlt pcl-
icy, we should endeosvor to develop such 2 system of indlces
of pro-uction snd prices, and such 2n snslyels of the
credit volume ss would enable ue to determine whether the
crealt volume 1s gstting out of line with proauctlon;
and not only the credit volume, but the sctivity or credit,
because the two are very closely related. 50 that 1
hove relt that the thr-e topies, g, k, and i, #ere ones
that, glven such 8 crecit policy as 1 nave described, would
be the ones of perhaps the greatest luaportance in couslder~
ing what our credit policy shoulu be after we take into
consicderstion the concition or our ressrves.

Now, on the uestlon of whether or not we havs been
in 8 pericd or inflation in the past, of course thsere has

been no bsnking system.in this country to take sny sctio n

in regard to inflation, and it Las been to a conciderable

extent a mattser of Judgusnut. It hss got to be a mstter
of ludgment anywsy; but thers havebeen no ctetisticsal

studies whickh Leve stteipted to Gauonstrate it, snd the
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work thet hsec been done by the receral neserve Bosrd, by
the Larvard Bureau and otiner eccnoilsts in this country
in the psst six or eigt yoars, Lss provided 2 cet of
procduct ion and otier ststics which is guite supsrior to
snything that hss yet besn prouuced, so much so thst the
“ngllsh economiste are tsking the mstter up vsery sctively
end reel that they should deveslop such statistics in CGreat
Britain snd other huropean countrles for guildsnce there
gs to wshether they are getting into an inilated period or
not. S0 that we are moving grsduslly towsrd the dsvelop-
inent of indicee whiclh: will ensble us to tell, niore

gccurately then hes been possible in the cast, whether we

are getting into sn inrlated situati.n or not, The

more thig can be G:vslop d the more nesrly shall we besble
to tell s<hether we are golng in the rigut alrection in
the movewent of the cyecle, or whetl.er we sre golng into
sn inrlated phase of it.

Of the othsr topics in this group, the rates seemto
be o1 greast laportsnce, snd I notice that of those wmho have
written, beslces myself, on this toplec, the qusstion or
the relstive imgportance of discount .ates ss related to
merket ratss, znd to the rates chargec by wmember bsnks
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seenm to be the polnt of icssue, mr* seay, 1 think, feels
tnhet the local rates are the iuportant ones to be considered,
and wre. =artin, who also wrote onthe subject, slso &Xpresses
thet view as I recell 1t.

wy perscnal reelling was that for the Federasl re-
¢srve banks, taking the national policy ss e whole, ths
open varket rates were of grester interest then the local
rastes becsuse e know that in most oif the dis tricts, except

and
in the large centers, the locel rates are probebly always

*

will be con:icerably above what the :rec ral resarve bank
rat . ususlly will be, so that thsre will be, on the Isce
ot it, a grofit rroc. rediscounts with the rederal ressrve
bank.:, wé probably never can hiave feueral res.rve bank
retes high enough to prevent that situatlon from occurring.

Thet rFedersl .eserve bsnk retes willl exercise an inrluence

when they get up to five or six per cent on the borrowing

done by local bsnks, is unaoubtsedly true. Nevertheless,
in meny cescs they will never so <o high thst the locsl
banks cennot by discounting sctually mske s profit.

my beller is that the open wsrket is s very importent

elenent in connection with the fe .eral Reserve oystem. 1

think possibly the term “open werkst" needs soms deilini-
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tion, «& sre apt to think of open morket op:zrstions
very lergely ss our Jeslings with 2 bill market snd tc some

extent in Governwent cecurities. It seams to me thst the

pen merkset--- following the snzlogy thot wr wlller niade

this morning of one grest pool of credlt--- 1s one great
puol also, wether it be losns of cecuritics on the stock
gxchange, on governm.ent cecuritiss, commerclsl psper, ace
ceptances, or sny other rorm of short instruments of ths
highest greie into which bankers snd othsrs having short
term funds to invest put their money, surplus money that
i not needed in industry snd in the rout ine work ot bank-
ing.

Now, when s bsnk in the country is loaning all
that is necessary to its customers, has more to losn, but
loes not wish to put it into long tlu.s bonds, it puts it
into one of these rorus of short tlune investments, The
sam;?ff do indivicuals who hsve money that they do not
waent to keep in bsnks snd yet do not nead in thelr business,
put which may bes cslled on later. They too put the money
into these forams of investment,

Now, this open merket is s very sensitive thing, It

enall volume of instruments, caupered with the total
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voluwe of benking crsdit instrunents, yebt the rates on
thie small velwne, which riuctusbtes gulite largely snd
trequently, have 9 grzset Lailuence on thes rates charged by
the member bsnks snd other banks. “erhans an snslogy
would be with losns on ths stock sxchange. ror in:it ance,
let us assuis thst thzsre are & billion dollere in monsy
loaned out on the stock exchange; the samount of loans that
chenge hsnds sveryaay st three per cent, rour per cent,
five per cent or whatever it may be, is perhsps ,.20,000,000;
yet, thst small amount, that small moving nargln, fixes
the rate on the whole amount, on the shole billion dollars.
That 1¢ notexsctly trus with regard to the relation of
the open markset to the totsl crecit voluie, but in the
larger plsces movenents in the open wsrket gradually have
an iniluence on the totalvoluwie or credit, snd it sscens to
me thst it is through the open markset thst the r'eaeral re-
serve credit policy, whether ex:zrted by rate or other

wiege, or by our cwn purchsse and zalss ol bills and

cecurities, 1s going to becone orinsrily sirective, and we

smight very well hsve s rate st uhich very few mewber banks
are borrowing. That hes been true ror the lasst three or

four months. If we feel that we wnish to ralse our rates
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1tor eny given purpo:se .e might ralse thew, but 1t might
not afrect the use oi the redersl rneserve cystem abt all;
17, on ths othar hsnd, we ware to sell sowe Oi our secur-
ities we might thereby csuse such s shrinksge in the veluie
o1 funds avzilsble in the open merket so Lo ralse the rate
guite materisily and thersby bring our discount rate into
play with our wmenbsr benks; 1in other words, drive them
to use our dilscount rates snd obtoln sawe of this credit
back iron ue,

Thet 1s s method which has been employed for msny

years in Englsnd snd other Luropean countrie:, to do what

they cell mske the bank rates efrsctive. The market rate

does not slways move with the benk rate. ir the bank hss
a portfolic of lijulu .-ecu:ities they cen throw upon the
market, the market is obliged to sbsorb then, and thereby
thelir actusl orricisl cleount rate 1leg mace sirective,

Now, wlth regard to the relastion ol res:<rve bank rates
to the open market rotege~e snd by open msrket ratesg 1
nean the genersl rate at which surplus iunds are invested
in these various kincs or short term securit ies--- 1t seeus
te me that e ought to keep our rates sbove the open market

rate, the gensral open wasrket rste, in order that ue may
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have some control of the uee of our rfunds in the open
nerket. There may vsry well be times when we would have
¢ certain reason, which we ought to have, in ay opinion,
Glstinctly in ulnd when we Go so, when we ought to heve
our rate below the open uerket rste, when we night wish
to racilitats the use or our funds in the open market; but

generslly .peaking, provided we ¢o not wish to sncourage

the banks to syphon out our runcs to we them in the open

market ifor s profit, we thould keep our rates above the
general rates prevailing in the open market, asnd then we
won't have that . itustion sbout which Governor Strong
ssked wr. wills, of asking & bank to call in its losns on
ths stock exchenge, If our rate is suriiciently high to
nake it unnmroritable to losn on the stock exchsnge they
-will do thet of their own accord, Therefore 1 feel that
we shoula take great cognicance of open merket rates.
Some of we, 1 think, sre ilnclined to reel that the
open market spplisse to the New York banks. Now, it hape
pens thst stock exchange losns are mede in New York Clity
but those loans may be made for the bsesnsfit of people all
over the country. There 18 8 large usrket in New York

Iar bills snd Govern.ent :ecurities. There 1s a market in
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s8ll other cdistricts for bllls and government eecuritles,
vhich market 1s incr-ssing snd will probsbly extend 1nto
sny Fed ral reserve aistrict wshere sur:lus funds sre apt to
gother, although it probsbly won't go into districts which
seldou have cur;lus runds, 50 thet the open warket 1s
not a metter of one city or uistrict alone, but 1s a niste
ter for the country, snd the rates are pretty well uniform
on the same classzs of psper all over the ountry.

I simply state .het I have, 1ln scadition to what I have

wrltten, about the open market in relatlion to local benk

retes, to indicate how important an elsment 1t seams to

me ln Federal reserve credlt poliey. In other words we
should keep our eye all the tiue on ths open market ratss
because they r-=present tie great volume of sur-lus funds
which move up or move down snd which sfrect ths locol Ui
rates In the citles snd in ths dis tricts throughout the
entire country.

I do not know thst I have anythin, :urthzr to say on
thics subject, beyonc what I have wrltten,

Vice Governor Platt: Governor Seay, I think you are
the semnd leadsr on this toplic ot shat relative ilmportance

should be given to th: rollowing ractors in deterunining such




policy.

qovernor .ssy: .r, Chsirman, ives scsked, as 1
uncerstood, to glve sn opinion, for purpo:-~s or dlscussion,
upon the rsletive value of ten ractois put 1 rward by the
Board, which srs suppoced to have z2n inilusnce upon the
ceterminetion of discount retee. That 1s sowsthing like
resolving s rate into its el=zaents and resssenbling them
seccording to theilr co.uercisl sirinity with each other,
and 1s sausthing like srticulsting s skeleton, I might
hsve snswersd them in crder or resrrsnged then acc.rding
to my opiniun, which w#ould hsve bsen 2 mstter of dry bones,
end it 1is . juestion now uncthsr those bones csn live,
Ther:iore, while putting them in the orier in which they
should come according to ny oplrion it would ; ive very lite

tle light upon the srgunents which l28d ue to these coum=

clustiong; I judge from the dlscusslon which took place

thic nmorning that th se children betwsen wiich you hsve
ssked ue to dilstingulsh hsve jotten so nuch wmixed up that
it would tske s soloson t0 unscrauble then, snd I there-
fore do not see how I ¢3n glve the opinion st which 1
srrive without resdlng irom or guoting frow the srgunents

that led to my conclusion, hether that will meet =ith
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youw epprovel ar not I cennot cay,; but I will endesvor to
do it in thst usy, housver,

&P wlller, this morning, ststed, sfter the discus-
sion which had taken place, thet there were .everal fae-
tors entering lunto the mattsr which ap;s reuply had not been
touckied upon; thaot he hoped to have them touchsd upon
in this afternoon's ciscussion, and I hope that some of
the.. will be touched upon in this paper,

my wliscussion snd my conclusions are so mixed up
that 1 cdo not know which is whiech. L think my discussion
is diviced into s nuuber of conclusions, snd + cannot give

them bstter by expre.: ing thei verbally.

~hether s definite snd cauprehensive creait policy

can be laid down in sdvsnce and s lied without rodiricas-
tion or reappralssl of the relstive iluportsnce of the 4if-
iferent ractors vhich lead to the determinstion of redisg-
count rates, und:r the widsly verylng conaitions which
arice in this country irowm tiue to tiwne, uwsy e doutted,
Governing principles, howeger, sy be stated. To 11llus-
trate: .t the height of recent credit expension, when the
resérves of redersl rsserve banks had serlously declined,
and the tendency torsrus further expsnsicon was unmistake
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sble snd cangerous, the dominsting purpo.e 1n 1i<ing

Feceral ressrve pbank rates was to protect rescrves, At

the present time, when redsrsl ressrve bsnk reswrves are

st a high rstio. and the ressrves Oof meuwber benks of the
country are in exrness of comusercial venand snd seesking
investment in :ecurities, it i&¢ obvious thst the rrotection
of Federasl ressrve bank reserves casnnot be the priusry
resson tor fixing retes, snd thsat other rsasons will snd
nust nsturslly cowme to ths rore. Home regard must be
psid, however, both to ths current ana ultinate errect of
a glven rate and of & rate policy.

The distress snd losses to uwhich very weny people have
Bsen subjected ss & result or 8 nuubser of couplex causes
arising out of the war, the grestest suwsr ency ever €X-
perienced in the bsnklng business, heve briught into ex-
igtence eny dictorted ldeas or the purpose ior which the
Pederal Ressrve system wes forued, whet it is sble to sc-
conplish endé wey ressonsbly sna sarely sttenpt to accoi-
plish.

In con:idering 2 discount policy, it is well, therefore,
to rerer to the runaasmentsl principles upon which the

Reserve oSystem wa. established snd the chief purposes of
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or the :ysten, which sre fsirly well cetrined in the title

to the Aet. "“To¢ rurnich 2zn elsstic currency, to 2r.ord

means of reciscounting couw..srelsl psper, to sstabtlish s

ore serrective supervigion of bouking « « " To =ffect
tliese purpoces, it ~8s necescary to gsther reserves into
g cQumon rsservelr,

The most dsngerous i es, or coanception, in connsction
with the systeir that hes veen put forward is that it cone
trols the bank cresdit of the nation; the dsrge that it
hes exercised thst control tyranously grew out or thst ides,

Up to s certsin point, the .ysteu possesces no cone
trol but s most lindteu iarlusnce over the saxtension of
bsnk crecit to the co...crce or the country, whotever sy
be contenued by sone, Trhat control 1g, of course, sxsre
clsed by the 30,000 benking inst itutions of the nstion.

It nay be srgusu thet .rLetever controls the extension of
eredlt, in csse or ultiuate neec, controls the crecit supe-
ply, but that i not s prsctical :ctateiwent or juestion und:r
ususl or nerusl conciticns, It is the ..sasurebls contrcl
over the us of Federsl heccrve Bsnk reserves for further
extension or crecit srter u.sibsr benks have exhsustsd their

own surplus reserves thst sust be lodged souewhere, since
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1t is essentisl Lo co.w- sclel .elrare snd ssrety. That
1e¢ » uilstinetly cliifcrent mstter which n»s always been cou-
trolled by law, Tine slosting supply or cepitel or credit
in the hance oi the banks oif the country controls interest
rates by coupstition, snd the benks tnswselves control the
grant of credit, snd hsve the power to grant I, and Go
grant it so unrestrsinedly ss to moke recourss to iedersl
reserve bsnks necessary, 3nd they sy cavce snbarrscsient
before the restrsining L. luence cf recersl ressrve banks
cen be brought into play. it ig only vhen the banks
generslly sre cuipellsd to c3ll upon recersl reserve banks
that the powser or reserve banks to exerclse sny control
cver eredit begins, snd it ls st .uch tlimss thst the rates
snd rete policy sseume grestest l.portsncs.

Tho Laes should bse strsnuously combatted thet the
three billion aoiiears of golu nelu by the receral .cserve
benks is an incepencsnt runc oi thelr own, capsble o ine-
cetrinite expsnsion on top of btredit alrescy sxtend d by
the bsnks upon this selissme rund,

Altusion is Irequently'mahe to this fund ss ir it were

iile, perforiing little service, snd as 1f it might be

sissipsted, or sencriously recuced, without sirect ing the
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eredit structure, and with nothing bw bensricial efiect
to the people snd the bsnks -nd cwucrce, snd ss if Federsl
reserve banks thould vsek to stl ulete the use of eredit
or lssue credit uirectly bssed¢ upon thls fund. It is not
yet 2s well un.erstood ss it shoulc be thet this is the
ultiuate resesrve of the benks or the country, the reserve
or fund upon which all cenk credits snu most of our curr ency
8re bssed.

Berore thes wor, in 1914, the bsunk «: posits of the coun-
try amounted to .21,328,000,u00, snd the psper currency of
the country (not including cur:sncy bssed on sllver)
enounted to 2,382,000,000, uaking an sggregate or
w23,890,000,000 oif bhenk liebilities ana currency supported
by gol. in tke =ntire country (not s1ll of uhich wss in the
hends ©f the boniks) awounting st thet tiwe to ,1,844,000,-

gold to veposit lisbilities snd

(]

000, The psrcsntage of

paper currency was 7.7. .f course, the psrcentage of

gold sctuslly held by the bsnks and ‘recsury wea less.

The voluue of gold in the country st present smounts to
. 3,858,000,000, snd this gold Iund now supports ueposit
liabllities o1 the banks sggregsting ,38,908,000,000 snd

paper currency lisbilities sgpregeting .4,450,000,000, s
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total of $43,108,000,;000. Thz percentege of our present
gold holdings to cdepo.it 1lisbilitics sna psper currency is
8.9, only 1.2 greater thsn in 1914. Qur gold funa theres-
tore 1s cerrying & loan aluost 2s heacy proportionately,
as the more limited gold rund Lisla in 1914,

There 1: now & nuch grester concentration of our gold
in the banks, chiefly, of course, in red ral neserve Banks,
sndundsr the eredit snd cur.ency principles oi the Act,
it can be wade the besls of 8 voluwe or credit epproximate-
ly twice as large as could have bsen extended under forner
benking methods, But well derfined principles should govern
theoxtension of this enormously incregssd supply of credit.
Reserve Benks, therefore, sre not the source of supplyof
cepitsl, but only efford the mschinery by which addtional
eredit mey be extended on the existing capital supply.

#e have had an exsanple of the usngers o1 estending a

volwiue of credit out of proportion to the volume of goods

and the proacuctive cagselty snd consuuptive powers of the

ecountry.which should last us for meny, wsny yesrs., It
is undoubtedly true that too greet s supply of credit will
inevitably lead to infletion, snd is 1n iteeli inflation,

andg unless new uses for creocit srise to sbsorb the incressed
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supply, germ snd not benergit will result. Granted that
it effect i to csuse 3 rise in pricss, high prices require
and sbeorb s larger voluue OL erecit, 2nd the chain is end-
less., Continued errort snould therercre be waie to L~
press upon ths public miné the ract thst the redseral negserve
"ystem i, in its e.sence, and should be in its plen of
operation, a “"Reserve cystem"; that the resources of the
red:zral Keserve bsnks are in the msin the concentrated
reserves of the menbsr benks upon which thelr ocutstending
credits sre bssed; thet the gold held by the feserve Bansy
over snd sbove the aggregate reserve of meibers, is held
in the place of snd to redeew the currency icsued by PFederal
reserve banks, ond thet the process of rec¢icscounting 1is

retrenching upon ressrves,

The primary runction oy rederal Reserve Benks is, snd

wes intended to be, "To proviae en elsstlc currency" to
meet the banking needs of the country, whlch sre rounded
weinly upon trade snd conwc.srcisl needs. The Heserve
menks csn.ot e.srcise this function without siioraing
"means of rediscounting co...ercisl psper.” The second
functicn of the reasral meserve oystem, 8s set rorth in

the title of the Act, therefore, follows loglcally end




necessarily upon thz priaary function,

It is probsbly right to uay that the originel concep-
tion or the Kaderal Reseruvs osystem was thet only 1liguiad
co..erclel snd sgricultursl paper would oe reclscounted,
The regulstions of the Bosrd are intended in the msin to
put thst concegtion into prectice. 1t hes been thoroughly
proved by sxpsrisnce, houever, end is generslly well undser-
stood, thet a very lorge proportion of the linss of credit
extenc:d by mnewber banks, ahile coniorming to rules of
eligibility, is neverthelese not liguic paper in 8 proper
senee, snd is in effect used by the borrower 3s permanent
cepitel, clnce thets lines are tairly constent; the svoluue

of really liguid comwerclsl ;aper is very much smsller.
The volume of truly liquid psper wi.ich kedersl Reserve
bspks could Lenile would be practically unlimited, Being
1ive or liguid, s constant stream of it in sny volume could
be safely henuled, snd baceuse thst cless of psper would

be drswn ror the purpose of producing, purchssing, carrying

anc merketing goods in one or iore oi the steps of the pro-

cess of procduetion, wanurscture or Gis trivutian, there
would be no danger of intlstion, whatcver the volune hand-

led, Jgver precuetion might, of course, occur and con-
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sequent ly overexpsnsion, These sre incidents of produce
tion oand trade which may never be overcome,

It is the use of Fed:ral ressrve bank rescurces ln
line of crecit psper of e capitsl or semi-capitsl nsture
which neess to be nost carefully guarded, snc it cen be
guardsd only through «is count regulations; the tendency
to liberalize these regulstions wlll regulre restrsint.

It is impossible to avoid beling cstled upon by banks

for o supply or funds for these csplital end semi-cepital

purposes, ss well as for wessonal =nd li mid purposes,

end it brings us to the inevitable conclusion thet Federal
Reserve Bank rates to thelr members nust as 2 governing
principle be pesed upon and besr a close relation to the
preveiling rates for bank funds on line ol credlt paper
current in eny psrticulsr pert of the country, snd csnnot
safely be mede so low 28 to encoursge the banks to expend
thelr loans on this clase of peper to the point which will
necoecsitate rediscounting.

If this princuple or opinion be accepted, a unirfem
discount rate throughout the country woulda be neither
logical nor practicsl., 4 low bank dis count :ate, Justified

in some sections of the country, .here excess capital fends
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to accunulate, Ls nct expectea tc p.evail, snd doss not
prevell, g:nerslly throughout the country; a co..ensurate
rescrve benk recik count rate might be Justiried in thosse
sections vhere capitsl is plentiful, but if the same redise-
count rate were spsolled generally, it would inesvitably
tend to incresse denend ror crealt yor capital purpo ses
in thése sections or the country .hich sre lacking in cep-
ital, snd the rescurces of regerve bsnks in those sections
would become tied up in such uses o1 psrmitted. It should
bs better rzcogni.ed thst it 1s not the runction of redersl
reserve banks to furnish crecit ror cepitsl purposess This
might be controllied by not perwitting continuous borrowing
by mewber benks snywhere, ii that can be cdone, But it the
rate 1s msde so low ss to lsad thew into borrow ing ior
protit, then ths demage is done.

inhile one of the nmost valusble rsstures of the recersl
Reseprve act, whether iIn s.srgsency cr ror scasonsl purposes,

is the provision for rsai 2ounting between Fed:rsl reserve

banks, it cannot be resasinsbly contended thst the bsnks

of any one c¢istrict should be sncouraged or pem:itted to
use tunrough s relstively low rste or recs count the crecit

resources of the Federsl reserve benk of thst Cistrict when

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




125
ionsy is borroaed snd usea Ior ¢epital purposes to an sxé
tept which wculc causs thet lederal reservé bank to redise
count with other Fedrrsl reserve benks.

It woula s:em, therefore, thet the rates of recdersl
reserve banks n:ad not be unirorm, but sthould bear a relae
tion to the rstes prevsiling with meubser bsnks in thelr

respective districts., It is @ complic s2tion thst rates in

the large cities of sll cdistricts ere ususlly lowsr then

the rate in the country bsnks,

This will probably csuse meuber banks in one distriet
to desl st tines, not with their own réserve benk, but
sith merber bsnks in centers whe:e the Reserve bank rate
1 lower, and likewise cause compleint by menbers in one
district that thsy h:ve not: ual aavsntages with other clse-
tricts, but thst is one of the complexitles of sn scuit-
tadly couplex situat ion.

In leying cown snd scopting s dilscount policy, it 1is
essentisl to aeter.ine or sgres upon the fuuoamentel isctor
which gov erns the intersst rate, It is perhaps as nesr to
the truth es we can coms tolsay that it Ls the relstive
supply of flosting capitsl. This rlosting capitsl is gsthe

ered into snd ®@u.ended¢ by the benks of tie country.
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when theee banks gsnsrally epply to the reserve banks
for red.scount of line of credit psper, it is not until
their surplus recerves are low or have become exhsusted.
This 1s usuelly prececsu by »one rise in the .nterest rats,
and it it is not, it can only bs becsuse the bank: nave
recourse to sowe lesrge saditionsl sup.ly of crecuit, nsmely
reserve benks, snd because further they cen obtslin this
sdditional supply of credit st =z price wiich will enable
them to continue the old rates at s profit. In thet case
interest rates would never change.

The intsrest rate is, or chould be, & bsroneter of the

eradit demand snd should rise and 1f not srtificelly cone

trolled will rise, wlth credit dewsnd, snd th® pediscount
rete should be seusitive to the ds.ana and rerlect it,

and should never be nedé low encugh to encourage the use
of Reserve benk funds ror protfit, This may be elementary
frow a ressrve bsnk point of view, but appsrently it is
not fro. & public point orf view,

The foregoing applies to the co..srelsl rediscount

The operation of Reserve banks cslls for more then ons

¢iscount rete, or difrerent rates upon dirferent clssses
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of trsrsacticns. This 1s reccgnized ln the act.

The open market rsts is and should be, governed by
airrerent congiderstions, since Girferent principles snd
cirierent clesssss of psper sre involved,

oince ths sbility of the reserve banks to supply credit
increases or dininishes with the supply of thelr gold, thers
should be, ss there 1lsg, 8 i stinet rate policy towards
those cpen nsrket tr_ncactions which tend to afrect the
flow of gold rrom one country to snother, and which sifect
the volums of intsrnstionsl businece epend:nt upon the
supply of internationsl credit or the supply oif ¢ redit
in other countries.

Also thereshould be, as tusrs lis, 3 clgtinet rate
policy towsrds bills oi excnsuge 0I 3 1iguid nsture,

.hether cdomestic or roreign, purchnssoa in the open market.,

This phase of heserve bank operations c¢ces notpresent
sg many coupllcations,

Conclusion.

Prediceting conclusions uion the fcregeing ocservations
the uiscount policy of receral reserve benks should te
conci ‘red undécr two hesdlngs, The couw.ercisl diccount

rate and the open market rste.
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€. ERCIAL LISCOUNT RATE,

The coimercial clscount rate should be governed by
the fectors submitted tor «iscusgion; In the following
or .er or relastive luportance.

1 (c) rstes chsorged by banks to thelr custonsrs.

2 (b) Interest rstes in the open market,

The volume of bank losns and ceposits. (Indi-
cative of the reserve position.)

Business snd inuustrisl sctivity. (P’reczaglng
aemsnd i1or credit.)

Comuodity price levols (ss oifecting the volume
of eredit required, but not with view ot
price ®ntrol.)

Condition of security market (as indicstive of
supply of investment or rlosting cszpitsl),

Interest rates on tl.s deposits. (This is mere-
ly a symptom of scrscity of capltal).

OPEN MARKET RATECL
Op:=n merket rates (on bsnkers' scceptsnces).

(e) Bslence of trade end luward or outward rlow of
g0 1d.

(£) Credit condéitions in, s1d exchange with, lead-
ing forelgn countries.

PRUTECTIUN OF FEUERAL kEL. . RVE BANK RESERVES.
¥inally: adien the intrieate play of these or other

factors coubines to srrect a drain upon the reserves, pre-
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sent c¢r prospective, then the protection of reserve bank
reserves would become the prilusry conciceration,

wur, Jay. woy I ask Governor ceay a juestion on his
psper? de caye “That federsl reserve bank rates to their
members nust as a governing principle, be bssed upon and
bear a close rslation to the prevelling rates ror bank
runds on llne of coredit pesper current &b sny particulsr
part of the country, snd couuot sarely be made =0 low ag
to encourage the bsnks to exzcsnd thelr loans on thils class
of paper to the point which will necessitete redis-
counting," wsy I ssk how, in his Jjudgment, the rour and
5 hsli per cent rate of many benks 1ln agricultursl districts,
shere the rates are on line of erec¢it psper rrom ;ix to
seven per csnt, are justiried, ir his statsuent or snslysis
is correct?

It so happens thst in our district,

which is comprised or six divisions, Iive or thew sre govern-

ed by the £ix psr cent rats, It is not ls sl ror the

banks to chsrge mere and they do not charge more, nstionsl

benks do not charge mors. There 1s one stste, South Caro=-
line, in which the legal rate is signt par cent, I sr of

the opinion that thsre should be s cowbinat ion of ratzs
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end of restrsint upcn thc banks Ln order to exerclse the
pmost benevolent snd most eirective control, snd 1 think 8
four snd & half per c-nt rate undsr »resent conditions wuld
not greatly encoursge sny inflstion in thoss flve sections
of our district to which I have referred.

Governor strongs: Is not oouth Carolina the lsrgsst
borrower, in proportion, of sny section in your Gis trict?

Governor weay: she we s the largest borrower 1in pro-
portion, but there wes a very grest agesl of restraint, other
than the discount rate, 8 very grest desl of restralnt exsere
cised in the sSouth Carolina district, 2nd without thst re-
straint I think that worse conditions might Leve developed
in that state, There 1s one other opinion that has bee
sévanced in connection uwith that which I think 1s pertinent,

1f not illuminsting, and that is thet ss a general principle

you cannot stete @ prineciple or any governing idea which

is not subject to certsin veristions bscsuse of the veriety
of conditions existing in this cuntry and in any district.
1 repest that one of the conswierations which would zove rn
the deternination of the rste is the interest rate charged

by the member banks 1ln thet district. I think it should

not be made profitsble for these menber banks to borrow.
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If we cannot have dirierent ratsesy; and wé cennot, then in
a case in uhich in one viv ision the rete it higher then
it is in ths rest of the district, some other iniluence
nuwst be brought to bear,

wre Jay: Suppose thst this were a brench systenm,
snd there wa. a central governing body, 2na the principle
wer: adopted that we should not have unifonu retes in sll
the distriets, how would we cesl with a situstion ir the
current rate in s citriet is 6 per cent cr rour snd a helf
per cent-=~ how would we d=sl with it In some other clg=
trict vwhere ths surrent rote i eizht or ten per cent?
would we s£ti 1l hsve the 4-1/2 per c:nt rato?

Governor seay: In those Gis tricte?

wle J8Y:

Governor .say: I ¢o not think it would be possible
to heve the 4-1/2 per csnt rate. «€ have it nowee-

up® Jay: I en speaking of the precent tliue,

Governor ceay: w6 have it now, %8 I uncerstand, be=

ceuse 1t vwas thoughtthst the rked:ral ressrve baenk rate
could be nade uithout rercsrence to the jusstlon of infla-
tion, «¢ wers in & 1liguideting market, and that ws: one

3

of the srguments for recucing the federal reserve bank rate
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to seven, to six, to iive snd to 4=1/2, It wes then held

that .hstever the rsits might be thers was ne danger of re-
currency orf inrlation st that tiue. Ly cu:n oplnion ls
thst the rFedsaral reserve bank rate chould be naue senbitivse
to the credit dsmend; thaet the int:zrest rate in the country
ot large is the baroucter, Ir, howsver, ths wember banks
can spply tc the red rsl reserve bsnks and obtain an illinmit-
able jusntity or credit, then it will not control snd ine
flation will be brouht about.

Vice Governor 2latt: +¢ might ssk the s ue guestion
in 2 little mors direct rorm. oSuppose you had the right

to nske s di rerent rate in south Larolina, would you do

ite

Governor oeay: I balieve I wuld,

Vicc Governor Platt: And how would 1t work out?

governor ceay: I will snswer that by ssking you one.
«hat was the con:iuération which governed the rec:ral ke-
gerve Bosrd at one time when they rixec s conuodity rate
which we to be glven only to those banklng inctitutlons
in South Cerolins or elscwhere which ¢ld not charge over
six per cent to thelr customers?

Vice Governor Platt: It had uwudoubtedly en irfluence
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on the rate.

Governor seay: It hsd ome iniluence, or rether it
hed no influence, bscouss thoco bsnks would rather charge
éight per cent to thsir customers tusn to borro from us
snd lend it at six psr cent. They made nmore money by i%.
This 1s not s simple juestlon, or you woulc not have refore
red it to us for <¢iscussion. It 1s sn interesting snd-
complicetea juestion, There ie¢ another proposition, and
thet is that the City benks charge one rate snd the country
benks charge snothsr rate.

wP woCord: You are going to have in Colunbiae, south

varolins a & per cent rate snd the bslesnce of the state

elght per cent,

Governor seay: It 1s very untortunste thst one legsl
rate could not be fixed, so far as we sare concerned, but
1t 1s pretty well recognized that s unirorm interest rateees
not = dlscount rateee- 1s inpracticable. I think sinnege
polls would srgue thst it would be @ grest harcship to
thst territory. I think «r® nich sdvanced the orgument
if the lnterest rates were mews unijiorm it would prevent
cepltsl coming irom other perts of the muntry snd flowing

into thst part of the country where it is most neeced,
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Thererore ths currens intcrest rate in other psrts o the
scuntry is 1ot prsctical ror you in the winnespolls als trict.
Howevery thosz ore juestions btast 541 have to be xored
out ncs only isom the e nomic point or visw, but Irom the
practlceal pcint or view,

Vice Covermnor Platt: I think we have had vsry good
leadling papers, sysersl others have submitted popers on
this tople, sltiuough not 2. wsny, c-2ris s, 85 On other pap-~
ers, wr, Austin, we will be glad to hesr {rom you.

wp® Austin: 40y Choirmsn snd gentlsmen, in preparing
wy psper on thic tople I had no 1dsea c1 luposing ny views
sbout the erfect of the Kederal reuérie bsnk rate upon the
menbers here, but I did wmll sttention to shat 1 thought
was 8 very serious mstter ifor us to conslu:r, and tast is
the veristy of dis ount rates in the feasral reserve banks,
end I believe the way to d:termine whst our pollcy shsll

be om the discount rete is by bssirg it on the reserve.

In wre Seay's very interesting paper, sfter glving

511 kinds or ressons i¢r controlling the als count rate he
winds up by saylng “.hen the intricate plsy of these or
other factors coibi.zs to =arfecta arsln upon the reserves,

present or prpospective, then the protectlon of reservs bank
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reserves would becoine the priwsry conslusrationi

In all the pepere I have resd they have stsrted off

for

by giving a verk ty o ressons/controllling the dk count
rate other thsn recerves, but they all admit thst st s tlue
when the opsrations of the bsnks begin to drow on the re-
cerve snd reduce the reserve, that then the priaary policey
of the bsnk should be the protsction or the Federsl rsserve
res:rves,

4s I sala before, ny ildes aas to csll attentlon to

the dirferent rates in the red:rsl reserve banks snd to see

i1f we cannot G-vise scue wey by which we could slvwia

eifeective in control, by unirorwity in principle; not

unirormity of rate, but sone unitor. ity of principle, I
si. sure that the public, after readlng our stetements con-
teining airferent rates, resls that there 1t no unirorulity
of opinion smong Feu.ral reserve banks ss to what controls
the dic count rete, ss there should be, &nd thelr messure
of the situsticn 1ls our reserves. I an sure thet when
they ses s four psr cent rate in can risnclsco, and 63

per cent reserve, & rour per cent rete in New York with an
88 or B85 per cent rscsrve, with Boston snd Philadelphie

the sanie rate and about the same reserve, wWith a four amd
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5 half a tour per ccnt rate in Chicage, snd with Lallas

snd nensas City snd some of the other bsunks with & four

and & half psr cent rste, when Chlzsgo hes an 85 per cent

r-serve and Dallas end scwe of the other banks are down

to 80, 62 or 63, that they most tori some judguent ss to
whether or no: we sre scting on eny #ell-dstermined or well-
fixed principle,

I wes very much surpricsed to hesr .r, LOrss say this
sorning thet he would favor relsing the Giscount rate no
metter how blg the recerve was, if he thought business con-
¢it ions warranted it. I was just resding the other day o
statement by sone economic writer who sald he «ld not bee
lieve the public would accept s rsise in 4l wunt rates
which was out oi proportion to the reserves of the banks,

even though the business conditlons dia warrant 1t.

Vice Governor Platbt: Thet is a pretty good arguwuent

ror w& to psy out some gold.

wr, Austln: Bub_it comes right bsck to you. You
cannot hosrd or bury it; it comes back. In some of the
pspers the .rits:is say thet they hope the public will
fora the habit of noticing the dscount retes and the re-

¢sarves O the reserve bsnks and epgsreciate what rluctustions
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jir. his very intseresting talk this morning,
nter burrowing frou & mexnber bsnk
ss fomuing a ¢lebinet Lncrease in the veiumne ¢f credit, snd
that thst roney wes pald cut in Chicsgo,

other plscas, ig 1t nct likely that the proceccs a that
lcsn wont to persiss who ware indebted to bsnks snc served
to tske vp luens wsde by Federal reserve banks, sC thst
the amount 07 creiit was not sfiectod” ‘hile he may
heve made 3 lcsn down south of 1,000, it was pald orf
in othsr banks,

Now, that same statesent might apply to Governor

streng's rensrk sbout owr purcnssss of Gov.rnwont securities,

1f the ,5C0,000,000 proceecs of those purcigses rcuelnad

2s 5 rund 1u the hsnds of sellers sesking reinvestment,

it would work hewm, but there ie quits o probsbllity o

1t heving beon usod to tseke ug other cetie and to reduce
losns of the sacaral recerve banks, s~ List tners wes
sinplya shifbing of osnershin and no lncrecase in the volune
of credclt. It scsms to me we csanat say thet any loan
tmansaction results in sn incresse or dscrssse in ths

volune of credlt, That is only rerlected in the ststements
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or the bsnks, which w.ll show whether the volume of credit
is increasing, or whsther the procesus of new loans are
only used to pay cir othsers. I¢ they are not used ior
this purpose then 2 4Gcecrsase in the percéentege of reserves
will incicate thet, and the daiscount rates could be fized
accordingly.

Oour déiscount rates are an expression of our willing-
ness and sbility to extend credlt cervice in the way of
s¢1lling credit, and there 1s no bsttsr wey or geternining
thot sbility than by our re:serves.

I do not know that I hsve snything more to c8y on this

subjeet, but I would like to ¢ eak sbout s mettsr which

hes cone up guite freguently, end that 1s the juest fon of
the member bank doing tusiness with the Fed ral rescrve
benk ot a profit. i viscuseing it we have rsierred to
-ngland & great deal, and the benkers over there tell me
they hsve no sxpsrience thst will help us in thst, becsuse
no joint stock bsnk sver reilscounte with the Bank of Lng-
lsnd snd never sells sny of its psper, eithsr ¢l counted or
bought, 0 we have no esperience slong that line to help
us, but it seemsto me for us to talk sbout it as 3 loss

or gsin 1s wrong. The situation 1s this. A member bank
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hes de.snds rrom its custonsrs for loans that 1t cannot
meet), and iln order to acet them 1t spplies to the kederal
regerve bank and submit s gensrally the bsst peaper, short

tiue psper, which has juite & varicty or rcote, It prob-

ably tekes paper which bsars the lowest rate, but thet is

lumaterial, Thet bank hss got & certaein s.ount of money
to supply its custcwsrs snd it is lonaterial what the psper
they are discounting o sts then. It 1is not materisl what
they are going to gst for it. If he redis counts at the
Federal Rescrve bank at four or four snd & half per
cent I am very sure he does not weke losns to his customers
at 8 lowsr rate. If he has to iske & new rste he is
going to charge s high rate, It is immsterial what the
peper they ciscount cost& the beni; it 1s 8 juestlon whst
they cen gstiron the proceeis of that sale, snd I o not
there le

think such 5 gquestion as doing business at 8 Fed-ral re-
serve bank st a loss or s gain.

Vice Govarnor Platt: wr. wartin, we will now be
zled to hesr froa you,

wr’ Larting wr. Chsirian, it sesens to me thet any

Giscussion of the relative importance of the ten factors

ment ioned in topic 2 must necessarily at this tiue be theo-
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reticsl. It is true that the banks wers opened up seéve n
years ago, btut war ise scross the sater eand the two and a
hali years succeeding their opening were spent in the edu-
ecation ot the bLanks. Then we got into the war and we
gzined war exnerience and post war experience, as G ernor
“trong stoted this morning, but we heve had no exverlience
ot 5ll undsr normsl conditions, so thset 1t is dif ficult
to come to s conclusicn if, in fsect, we ever csn come to
one, 35 to th: relative importance of these factors; and
thst 1s borns out by the fact thst «r’ Jsy put them in
one ordsr snd «.r. Seay puts them in another order  .r.
sustin puts them in s third order, and I bellsve that these
fsctors will chenge snd shoulé change, with cach ol the
seversl ulstricts, certsinly right now whsn they are in
the tormetiv e otage. ur. Jay has little troubie with
high interest retes suthorized by the law of his state,

end nszturally the open msrket rots is the ®ntrolling fac-

tor. upe 28y, on the other hsnd, ls troubled Wt h 2

conglomeration of rotes in various states, snd the situs=
tion in his case it szems to me psrhaps is more: nearly
1ike thst of sll the cther banks than the situatlon in

New York. You find him, thererore, looking tc the rates
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that the bsnk chargss the customer and glving them more
inportonce than c¢ossg w», day,
Now, as ur. willsr ssld this morning, 11 a2 man borrows
ten thousand dollers, secursd by o many bsles of cotton,
the proceeds of that losn increase the totsl volume of credit

snd thet is exzactly the proper thiug. It cossee to be a

proper incresse of credit only when it lacks the lnherent

ligulcaity to put thet incresse ont of gexlstznce when the
need expires.

Then, it sesms to me that the basls or 8 sound credit
policy would be in tho ract that loans are made to meet
the nesds snd losns go Gown when the nseds are out of the
way snd there is no surgslus creait on the market to be
used in sn extrsordinsry way. There i no use, 1t seens
to me, of considering the reciscount rate in sny other way
then thst it 1s an lndex of the wecersl reserve benks'
credit poliey. Wie have got to aive it that laportance.
Now, & rate set by s fed rel ressrve bank that willl enable
neruber benks to borrow for lsgitisate needs, snd st the
same tlue doss not encourage thew to borrow forpridary pure
poses of profite-= understand nov, L ain not seying ior pur-

poses of prorfit, but forpriiery purposes 0f profiteee
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becsuse in most casss the reascn panke borrow 2t sll 1s for

s profit; but the pri.sry purpose of that berrowlng should

Z or &
not be for s profit, or else our rate le wrong our credit

poliy is wrong. it would be a fortunste thing, it seens
to me, if the borroming could be controlled sutomstically
by the rate. That csnnot be doce, besceuse we have 3 ten
per cent rate hers, sn cight per cent rate here, 8 slx per
cent rate here and = seven per cent rate tiere, 2nd unless
5 rate is sot ror esch state it would be utterly lapoge~
sible to sutomstically control the situstlon. Thersiore,
the possibility or controlling the gitustion sutowstice~
slly, by the rate, 1t seems to me is eliuinated. The
bruth Ls the redasral reserve system 1s traveling en unblazed
trail. You csnaot toke r reign siperience 8s s guide.

Now, the rete cannot bé eet, ss I see Lt, to sutoustic-
s1ly control the borrowlng by member bsnke. They sre
going to borrow and they will te und r temptstion, st
least, on account oI the diirerence betwsen our rate snd
the rate that they cen charge their custowers under the
las to maeke & proiilt, That will be their constent teupte-
tion. Conssguently I hardly see how we csn svold the

conclusion thst while we must glve most cereful sttention
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to the rates, we might ss well race the propositlon that,
untortunste as i% mway be, “he banks sre golng to be coipel-

exercise a certeln smount «& discretion, ~8& L sald

beiore, + would like to sss it sutonatically done by the
rates, but we are ifacing s situstlion where the rato will
not do 1it, so while you have got to con:iider that rate,
and in conslaering thet rate have got to besr in mind the
rate that your menber banks charge thelr custonsrs in the
Glfrerent operations of the dis trict, st the sauwe tiue I
do not ses how we con svold the uce of dlseretlon in avolide
ing borrowing of sny member bsnk ror the primary nurpose
of meklng s proflt.

I would 2lso like to say that the publlc slwsys looks
at our rates in connection with our :essrves, znd the
closer our resirves csn be rormulsted In the publishec ctate=

ments to sporoxinste snd correspond with the changes in

rate, by just thst much are we ln less possibllity of belng

mi sunderstood. I ¢o not know that it cem ever be done,

but Lf our reserve percsntage could oe indlcatlve or theee
ten fsctors a little bit, so that & raising ar lowspring

of the rate would includs them all, I bellseve we would stand

less chance of being misunaerstood.
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I belisve this tople is golng to be on our program
vear efter yesr snd thet sowe dey we will f£ind the general
principle.

wrs Austin: , thet borrow for profit
gltogethex?

wP  werting Primerily for profit.

wre austin: o o - proflt Yiherhdhe
country bsnk radiscounts with you, between what they gst
snd what they sere chargling?

lre wmartin: That is where the ciscretion comes in.

mr, Austin: But if they only borrow for profit why
con't thsy use up sll the ressrve thet you have?

wr warting for the simgle resson thst sometlues

they will come to the offlce and by btslklug to them, ssying,

"It you porrow the money now what sre you going to Go when

the crop season comes on", they listen to reason .

mr. austin, von't thst h.oppen to only & very few
sustonicrs?

wr, warting N ; I woulén't ssy a very few.

Vice Governor Platt. Is thet the only res.on psople
are not borrowing now more lsrgely then they arev

wure msrting No, I do not niesn to say thst., There
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Vice Guvernor Platt: That 1s it, the deiand isn't
there,

hr, kactin; There are two ways of borrowing iror pru-
tit. One is to put his woney out the other is to go end
buy business with 1t. If the business iesn't in sight he
isn't und:r the teuptation of going out and buying the busi-
ness, and vhen it is 1n sight he Js mighty lisble to try
to borrow to go gst the business und he may need 8 word
of csution,

Vice Governor Platt: There would be no profit in

borrowing fron the sSt. Loulis Bank snd buylng open merket

conmercisl pager or accepbtances?

«r, Mmartin: Net now,

Governor Norris: I would like to ssk L ire wartin

If I understood hii correctly he said thet

different reserve banks would #atTeck dirferent degrees
of reletive importsnce to these various factors,

Mr., kartin; h'g -1

Governor Norrieg: I would like to ssk him whether he
does not also think that any one of the ressrve bank:s would

attach ciffer«<nt degrees of Llmportance to thsse factors
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upre martin: iy, I think so,. yes,

Governcr Norris: I had supposed you would answer it
in that way. It se=ms to me really that this whele gues-
t ion comes Gown to whot «r., Jay sale in the beginning of
the discussion of this topic, that 1t all depends on what
you ere alning st,

Vice Governor Platt: Is there anyone else who desires
to spesk to this Tople No. 27

wre illler: I want to take this opprortunity to mll
attention to some charts that have been recently the sub-

Jecf of a great aesl of study by the staft of the Board's

vivision of Analysis, in connection with thst of three of

the bsnks, They may perheps serve to bring out the
point of view that has been expressed in one or two of the
paperzu;hich I think hss been liplicit in scme of the stste-
ments which have besn made,
(iure. wlller indicated to thes conference two charts
which hed e en plecedé on the wall of the Coniference rooi.)
It you start with s desire to know whst the volume or
and

business is,/to my mind the nost promising point of view

from which to sprroasch s credit study or a study of the
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sredit situstion, is &% large; thst ls to say, viewed not
in any particulsr touwn but in the country at lsrge, you
turn to the bes: single rerlection we hsve or thet, although
it could not be cell=d s messure, bsceuse there ie no com-
petent measure ss yst sveilable, end it will be found that
the statistics thst the Federal Keserve Board has been
sccumilating for some yeors pest now, in the hope of devie-
irg 8sn sccounting thst showss the voluue of crzalt that ie
in use, in cordsr to reilect the total volume of buslness
transact fons--- this (indicating on plet) is the line, and
in order to eliminate the inftluence of the grest volume
of stock sxchsnge troniactions, New Yort 1s not incluaed
in the figures ss théy are presentec here. To give the
thing & little more point; in other words, to get sowme

line upon the vc lunie of business thsat concerne ltself with

the turn over of coanodities end meterials thst enter into

production gnd into distribution or snter into actusl use
in consvmption, 1f you stert here in 1822 (indicating on
chart)yiw get somsthing thst is not the present cituation,
of which we have soue knoﬁledgeflyou shiould undertake to
superinpose upon this plst to show the trend, you would
hsve s distinct upward trend in business, end it vwould be s
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surve inclined sonswhat as tollows (demonstreting on chart).

Unmistoksbly, then, these rigures indicatc that there
has been, during the receat months, & very noticeable in-
eresse in the total volume of businesc in the o untry as
reflected in the grest mass of trsnsactions that are afrect-
ed through tebits to the sccounts of individusls with the
banks thst are referred to in this census and which may be
tsken as rem esantetive of the genersl movenment.

Now, we want to know whet has done that. There is

sn increase in business. Is it fictitious? Is it merely

thst there ie a boom movement on and there le s bidding

up of prices, such ss we usually have normslly in s period
of inflation, or is it bottonmed upon somethiing that need
glve us any concern? Now, when ve move from this and go
to this line (indicating or chart) which indicstes tiz
cost of procuction, thie line being &n index reilecting
the movement of production in certein of the representa-
tive basic manuiacturing incustries of the country, we sce
that at the same time that the volume of business has been
rising there ks also been 2 pretty steady rlse in the
volume of production, in the output of the soil, in the

output of textiles, snd so cn and s9 on. sonie hsve gone
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up more rapldly than others (indicstlng on chart) snd soms
heve not gone up at 2ll.

Governcr otrong:? Is codl incluazd?

wre willewn: ™ot ie incluced and it holds the thing
down of cource, In thset particulsr lnstance if coel
procuction has besn normal this llne (indicating) would
have shot:up very much wore pronouncedly.

Governor otrong: voes that sccount ror the sharp
drop?

wr® Millsrp: There 1s little drop. 1 suppose you
would call theit cessonal, probsbly s little seesonal drop.

Therefore the movement of that line for any psrtilcular
month 1s not to be taken as s group bsrometer. It is when
you take the trend over a series or months snd thst ceries

of months exprests. whst is sometines called by economists

8 new phase or ths cycle,'thst it becow.es significsnt,

This (indicoting) incicates, or seems to Indicate,
let me say, rather, that we are now slready gettlng feirly
well advanced in s new phase of the businsss cycle; 1in
other words that recoeery is now an actual fact; it 1ls In
process, and while it doe: not grow st a2 unirorm rate it

ig, looking back over s period of six months or more, an
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undoubted fsct, if these figures csn be trusted, snd they
sre the bect kust are svsilable and hsve the approvsl orf
511 experts that hsve studied the thing and are the most
trustworthy thst vwe have been able to find or dsvise in
setting up the information ror the use of the Federal reserve
system snd its constituencies.

Now, there ie & rough psrallel betwsen the growth of
the volume of business, éxcluding stock exchange transac=
tions, and the growth of volume of production, despite the
fset that there has been, during this period, & check given
to ruel procuction, despite the fact thst trsnsportation
has tended to still further restrict the normsl, free and
unimpeded movement of goods into the merkets, and if
those things had been eliminated, 1f we had hesd no rallway
strike, no cosl strike, and no textile strike, undoubtedly
the gain in the production chart would hsve bsen more marked.

Now, then, we go on to the third tecature of thechart,

thet festure which has been the subject of rererence in

the discussions this morning snd mors porticularly in the

debates, snd one of the most striking things in many of
the pspers end menoranda which hsve Giscussed the phsse of
credit policy. This again represents sn index (indicating
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chart), conputed on excetly the same basle ss this produce
tion index (incdlcating).

gtarting in 1912, so s8 to ecmbrdce within the ifrane
only things that are cdeflnitely comparsble; these sre
bullt upon exectly ke sswme basle (indalcsting). Now, we
heve an incresse in business, &an increase in production
end en increase in prices, which sesms to Ilndicate--e snd
I am telking now rfor illustrative purposess, rather than
glving an account of what 1 think ls actually in processe=~-
it seems to indaicate that the increase in business here
(inéicating on chert) is the outcome of tw 1ectors that
are each one tending to strengthen the other, to wi , an
incresse in prices snd an incurease in the ectual physical
riess of goods thst is belng turned out to go into exchsnge,
into use, and so on, Now, what the‘relationship may be
between those two things I would not presuie to say,
though I do not hesitste to express thé oplnion, and in order
to meke clear the nature and the basls for thst opinion,

let me picture here a difrerent situation (dsmonstrsting

on chart). sSuppose we had this line ss it 1s (indicating)

still cli.bing upwards; suppose this line (indic ating),
incstead of cliubing upwards goes lu a horizontal direction;
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in other words, suppose the charts incicated sn lncresse
in the volunc or businsss and not 2n lncresse in the volume
of procucticn; suppoce thils price line incicated a stlll
more sbrupt sgnent, The 1nrerence'thst that soula suggest
to my mind wculd be thet the increase in the volume of
bgainess shcwn by the chart was not due to &n actusl in-
erease in goods produced, but uue to an incressed bldding
for goods which reileeted i self in a rise in prices; thet’
1t was not thst more business was belng done in toneg snd
yerds and so forth, put more business was bsling aonse in
terms @ value, and L+ should say we had bstter +atch extremely
carefully.If we take thet sign slone, uncarrected by certsin
other values thet we might find in the sltustlion, ve might
isirly conclude thot we were going into s period of infla~

tion; in other words, that the volume of eredit might outs

run in its growth the volwie of procduction. I will sssue

trhat the voluwue of procuction is ststionary, with prices
rising, and if that sere reflectec in an increase in Federal
reserve bank credits we wuld bs almost werranted in the
inference not only thst crecit was susteining something

in the nature o an inrletionary rise, in price of commodi-

tiss which swelled the general volume of business, but that
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the reserve bsnks had issued credit that made thet swelling
pousible, and it wculd st once suggest what sction we should
take and what our responsibilitice in the prenlses were.

Coming back to the juestion ss to the relation betwsen
this rise in prices snd this rise 1n pr--uction, both of
which reflect thewselves in the incresse here In the total
velume of business, I d¢o not think any conpetent snalysis
can show just what is the degree of responsibility to be
attached to sach of these tuwo factors. my opinion is that
normally what is going on now is what is normelly to be

expected in & period of businese rec.very after a severe

crisis, followed by a perliod of liguidation end depression

in industry. The :.revailing attitude of mind ls that men
are remembering fer more than they are eanticipating, and
they sre more or less in the grip of fear end ceution,
which is the business residusl of tear. The result 1s
thet the recovery at first shows itself in the determina-
tion on the psrt of dirferent sectlions of the wimunity tc
resune living snd buying; there lg a Gemand I0r goods on
the part of consumers a2t the reta il shops; the retsil shop=
keeper flnds hls shelves depleted and goes to the whole-

saler; the goods are not there in sdequate volume, prices
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sre bid up, snd thel trsnsmits 1ltself back to the mesnuiac-
turer, Bear:ns in miad that whet e consumne todsy has been
menufactured st lesst three months or six monthe sgo, there
usually comes = bldcing up of prices Ior goods in more or
less finishec¢ ctate, or more or lsss rsady ror distribution
st any rate, snd that translates itself back to the manuf ac=
turer and csometimes to th consumer, for primnsry naterisls,
o thst my own view of this ig thet it is largely this rise
in prices thst hss induced this incresse in produst ion,

I have not tslked with wr® stewart to find out whether
thers ie¢ anything in the nsture of a leg that gives us any
line upon 1t, and I am therefore sxprecsing merely an oplne
jon and ndt & conclusion. This, hovever, I think is im=-
portant, that the movement of prices upwerd in and orf itself
¢an never be tsken as an indlcstor of what is a proper dis-
count policy, any more than the rise in thes tempesrature
of a men indicates what medicins you sre going to prescribe
for - him, You have got to see the other things in combin-
stion with it berore you can tell precisely whether the

ricse in tempersture is really 3 serious incicatlon of

rgw7 pathological condition, & condition thst regquires sner-

getic trestment, or whether th¢re are, ss it were, certain
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jeutralizing symptoms thst indicste thet it Is & nore or
less transicnt thing. In sny cecs you 4o not doctar the
tempersture; vou doctocr tng p2 tient. At most tsmperature
is symptomatic.

I say, therefcre, partly in view of the rasct that nmeny
papers stress the importance & price level ss 8 guide, not
sn exclusive guide, but at any retc on jmportant guide, to
credit policy, tnat prices should =liays be studied with
reference to thelr sccmpanying conditions, or conditions
that follow them. There is no objsctlon to s rise in
prices per se as lcng se we have resson to think that the
rise in price is going to wash itself out 2nd take csre
of itsslf through & cousensurate lncresse in the sctusl pro-
duetion of goods; but  we nsver uant to vlose sight of the
ract thst our modern system oi sconomy 18 2 price e® nomy,
thet the signal for increasedé producticn in any comuodity
1s the fact that ths price of 1t is rising; thet means
thst there is s shortage; thet meons thet sonsbcdy wents
more books a cotton a sutonobils tires, or vhstever it

msy be, end 1f there is sys 1lsbis plant racility to meet

thet, Lif there 1s unemployed lsbor svallable to mset it,

it need give us no partica lar concern. I éo not mesn by
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thet thet it should not be uztched, but I mean in reading
the signs that there s no objection Lo s=eing an lncreas-
ing load uporn the snoulders of the zrowlng child, provided
the child 1s really :rowing snd zsqual to the burden. Qur
price line ought alwayve to be checked sud verifled in co n-

nection with tine production lins. If we reach the stage,

&g we may sconer or later, snd ss .e will sooner or lstere--

unless the rFederal reservesystem ic eglive to the posslbil-

itiss and intslligently ss well ss snxiously watching, =nd
thersfore grasns the roint at which the pr cuctive organizs-
tion of ths cuntry ls all tuncticning st its full capacity,
snd that any rurther credit psid 1in at that time does noth-
ing except to blow up prices, waking it possible for those
who =re sager to buy snd overbuy goodus bscsuse they see

gods sre becoming scarce--- the productive orgenization of
the country belng st full cas s clity, we should probably

get sonething in the nsture of resl inilstion, anc real
inrlation is sowething thet is prscticelly never controlled
when 1t bscomes real lunflation, revention 1ls the cure
there, 2s has besn brought out in seversl pspers, or in

certsin of the ¢ilscussions, snd the only cervice thst the

Federsl reserve systerni may properly be called upon to rendar
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give some indication, by rate
sliaves 1 Lupending.

Buv tc repeat once mcre, *hose ére to my nilnd sluays
the threseirporient things with which to stari, They will,
to my mindg, take very amch the swne plsce in thc dellbera-
tions of trhe rcs 3 s, thst the teupersture, the record
of pulse 2nd respiration take with the physician, I do
not mean to y that they alons surilcle, or that the same
. ‘tight s to be given to those fsctors under different
clircumgtances, On the contrary I hev: glven you this illus=-
treticn purpesely to show thot a rise In prices st tlmes
1s on the whole s hsslthy syspton. vi¢ need not get
frightened becsuse prices sre going up. I ghould have more

concern, ror instsnce, st th: pressnt tims, 1I prices were

not rising. The factvthet prices are rising Indicates

thet there is a ccnsiderabls body of pecple who sre going
shead, who have isith enough to mcke cocaitients, who have
falth enough to consume, and thst signel 1s belng trans-
mit ted beck to the nroductive industries of the @ untry
snd the chart incicstes that they ore responding to it,
when they cease to respond to it, the rise in price and

the incresse in volume of business ie due mainly to tae
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price at whlch goods are turned over and nobt inilusnced to
cny sppreciehie dearne by the valus of the good: that sre

sre coming about tc the end of
sconomically sale, safe in ths
thet we are Going our pert propserly to cafeguard the
public interest~--~ we are getting pretty nearly to the
- g1 v
Now, pentleaen, that 1s a bald snd rather dogmstic
presentation of s thing which is subject to a good deal of
quslirfication, criticisu end objection. I -could sit down
mnysell and, 1f soweons else hsd spoken some of the words
I have wed, ask a greet many embarrsssing juest long which
would bring out thst this is a rather rough snd sketchy
pr esentation of what in faet is & more complicated subject
snd subject to a grest deal of qualiricetion by the intro-
cuction ¢f cther fsctors that srs not noted on these chsrts
st all.
Let me esy thle in swuerizing: That these three

things, the chsrt of business, the chart of productlon snd

the chart of prices, irf prbperﬂy related to one smother,

in sttempting to nske an economicel intsrpretation, should

ensble us tc test the voluue of credit that is in sxiscvencs,
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particulsrly st times when the reserve banks bzcome & ias-
tor in the volune of credit, as at prescnt you eay they
are nct.

Governor Strong: sy I ssk what sre the eslements that
enter into thst curve of volw.e of eredlits? Are they the
esrning sssets of the reserve bsanks?

mr. miller: wiscounts. The upper line is the Federal
reserve note circulstion end the louer is the dlscounts,

Governor strong: It does not include investments?

wr piller: No; I wss just using this for illustra-

tive purposes.

wp* Jay: wsy I ask wre willer, when he speaks of
testing thie by the total volume or credit, if he doesn't
meen Federsl reserve credit; but outside credit?

wur* klllep: Tes.,

mre Jay: Dr* illler spoke of the rise in prices, the
increase in business, usking necessary rediscounts in the
Federal ressrve banks, csusing our curve to run up. sould
he be willing to tay s word about the srfect o gold coming
in from abroad 3s reflecting the voluie ol credit snd redersl
reserve benk rediscounts?

Lr* wmiller: I think there sare other men who sr3 golng
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to bring thst out. I will ssy @ #ord if you want. It Is
very obvious here that a very conuids rable incresse in the
1su% £ix months has teken place in the velune or business,
Th=re hss been 8 risc in prices that ten yscars ago would
heve been slermlng. That is s very msrked rise in prices
in the course of &ix months, ie would wve to go back a
long way in our history to find onything compsrable with 1t.
Setween the beginning of the war In 1914~-~-1916 was when 1t
begen to take erfrect here--- end the Civil #War--1 doubt
ghether we could find sny such marked rise of prices in
¢o short a period of time, and therse hLas been sn expan-
sion of about two billion in credit In the course of the
lagt year.

Governor Strong: A 1little over that.

wr, killer: Tn other words, the credits have expsnded

‘two billiors without belng felt in the ressrve system. There

hae been a 1little sporadic sessonal borrowinz here and

there, but it does not samount to znything.

Jovernor sStrong: le hove over two hundred million
earning assets, two hundred snd fifty milllon sbout.

Lr® Miller: Yes, you have, but that really represents

s contribution masde by the Federsl reserve banks. You hsave
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suprzlied two hundred millions in nonsy to the markst,

It 1s plain, therefors; that ¢ banks h ve been able to
expand their credit two billlions without ringing the door
besl of the federsl reserve bank, It is due to the fact
0f these heavy lmportations of gold, which give the banks
that receive the goldi & basis a lending,

ur. Curtiss: Does not the gold thst comes in go inte
the reserve banks snd is not the red I1ncrease cowing from
the sctual lowering of the reserve mte? Does not the gold
that comes into this countryultimately go into the reserve
bsnksg?

wr® miller: Yes, but that makes no difrerence. If
8 bank gets 45,000,000 in gold, thet 1ls the beslec for exe
tending its credit--- .ir, Jay or wr. Strong can snswer thate-.
but I will be very modcst and conservative in saylng that
if it tekes in five million it can loan twenty-f ive million.

Governor sStrong: all the bsnks together can,

wPe willer: It means ths creation of wn scditional
twenty~-five million to the total volume of credit.

iir* Jay: VEER On the other hond it is also clzar
thet the Federsl recerve banks with three or four hundred

millions of securities, by liquicésting thelr investmeni
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rortfolios, could rucr in funds from the market:

words, thoy could begin to create & vacuyum, &8 it were, into
which credit frcum other sources voulé heve to Zlow; 1t
woalda start competibicn ior funds in the money market==-
let's call it the national monsy market--- it wculd begin
gt some locsl point such ss New York, buv It would socn
meke itself relt, snd it would do something in the way of
control berore the banks round themsslves at ths end of
their losning tether and obliged to zsome to the ressrve
benkz to redisount papser. They can do exsctly the same
thing by selling bills out or their bill portiollos.

P i e o 2 I would like to esk vhether 1t would be

line of production. tor instsnce, 1s plg iron surf. icient-
ly indicetlive to follow?
wr. Stewarb. 0f course recently &t hss been lower,

I think ss a monthly index it would be wmuch lers satisfactory

then 1t would be on s yearly basis.

hr, dJdey: Is it tessible for sny cGistrict to take

any particular comnmcdities in that dlstrict ss sn indication
ot the whole? Considering this test here, isn't it neces-

gary to follow it on 2 nationsl basls rsthisr than on a




alstrict or single couucdity basls?

mr, wmiller: 0f course I hsven't ofiered this es a
working instrument, but merey to illustrate certaln points.
The