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FROCEEDINGS OF A CONFERENCE OF GOVERNORS
of the

FEDERAL RESERVE. BANIKS

Washington, D. C.,

Monday, March 26, 1923.

A conference of Governors of the Federal Reserve Banks

convened in the assembly room of the Federal Reserve Board,

Treasury Building, Washington, D. C., on Monday, March 26, 1923

at 10 o'eclock, a. m.

Present:

D. R. Crissinger, Comptroller of the Currency and
ex officio member of the Pederal Reserve Board,
C. Miller, member, Federal Reserve Board.
S. Hamlin, member, Federal Reserve Board.
P. ¢. Harding, Governor, Federal Reserve Bank
cf Boston,
H. Case, Deputy Governor, Federal Reserve

Bank of New York




B. A. lelinney, Governor, Federal Reserve Banlk
of Dallas,

George W. Horris, Governor, Feccral Reserve Bank
Philadelphia.

5. R. Fancher, Governor, Federal Reserve Bank of
Cleveland.

george J. Scay, Governor, Federal Reserve Bank of
Richmond.
sdelson, Deputy Governor, Federal Reserve
Banl: of atlanta,
iicDougal, Govcrnor, Fcderal Keserve 3anl of
Chicago.
Biggs, Governor, Fedcral Reserve Bank of
St. Louis.
Bailey, Governor, Federal Reserve 3Bank
iansas Citye.
Young, Governor, Fcceral Reserve Bank

i'inneapolis.

callins, Governor, Federal Rescrve Bank of

San Franclsco.
Barrows, Federal Rest¢rve Bonk of New York,
acting secretary to the Confcrence of Govers

nors.
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PROCEEDIHGS.

Governor kcL ugal: Gentlemen, 1 talked a minu*e or
two with Governor Humlin this morning, and he told me he
understood the plan for the conduct of this meeting con-
templated this body going auhead with their work in advance
of meeting with the Federal Reserve Board.

I have a telegram from Governor 3trong in which he
states that he will be unable to attend the Governors'
conference. ue have no vice chairman, and he reguested
me to call the meeting to order which, consejuently, I
am doing.

The Comptroller of the Currency is here, and I am

sure that before we proceed with our conference, lr.

Comptroller and Mr. Hamlin, that we would be very glad

to hear from you with régard to the conference.

Mr. Hamlin: I will ask the Comptroller, who repre-
sents the B ard, in icting Governor Platt's absence.

Governor Fancher: Gentlemen, I desire to nominate
Governor lcbDougal as Chairman of this conferdnce.

(The motion, having been duly seconded, Was unanimous-
1y mrried.)

Mr. Crissinger: Gentlemen, I have not come to make

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




4
a speech to you. This meeting was to have been presided
over by Governor Platt, but you are all aware of the tead
news with regard to the death of MNr. Milo Campbell, one
of the members of the Board, and Governor Platt is attend-
ing his funeral. The Board itself will have no formal
meeting today, but we have felt that that fact should not
keep the Governors from a consideration of their program,
with such little time as we might be able to drop in and
talk matters over with you in your deliberations.

tie have a few matters in addition to the program that
we want to call your attention to first, because it will
be negezsary for you to provide the time.

First of all, Judge Lobdell, of the Farm Loan Board,
desires a joint meeting of his board with this board of
Governors, probably tomorrow, if you oén find time tomor-
row to have the meeting. He would like to have you fix
the hour, which can then bte communicated to Judge Lobdell,
and he will bring his board in to discuss with you what-

ever he has in mind.

Secondly, we have a dinner at the Metropolitan Club

tonight, and there Secretary Hoover has agreed to speak
to the Governors on some matters which he thinks are of

importance, and which I think, and the Board thinks are
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of great importance as bearing upon the poliey that ought
to be pursued by the Governors of the various reserve
banks.

I, in looking over this program, find that you have
laid out a very ambitious program, which will take guite
a little time, even if you consider it briefly; I find in
1t many subjects that are of great interest to the Board,
some of them being of particular interest to the members
of the Board, because they have occasioned a great deal
of discussion in Board meetings.

It has been thought proper that your meeting with the
Board be held on wednesday. That will give you two days
to deliberate upon your program, to meet the menbers of
the Farm Loan Board, and to transact such other matters
as may naturally come before you, and I think on :ednesday
morning the Reserve Board would like to have its meeting

with the Governors. It maey be possible that that meeting

may have to be postponed another day, and I think you

gentlemen who have been arranging for transportation had
better not be in too big a hurry to get away, because we
feel that the things that will be up for consideration

are of such vital importance to the system that we should
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thoroughly discuss them and come to some understanding,
and that this Board of Governors should not adjourn until
we have arrived at a working conclusion.

I do not care to make any further speech, and I be-
lieve that covers all the matters that we wish to submit
to you now.

(whereupon, the Governors of the Federal Reserve
Banks entered into conference, Governor J. B. McDougal,
of the Federal Reserve Bank of vhicago, presiding.)

The Chairman: I realize that you gentlemen have
imposed a big responsibiliiy upon me. I feel that it
wpuld be diffic ult, and imguossible, for me to take and
satisfactorily fill the vacancy temporarily made by the
absence of Governor Strong. ve regret under any circum-
stances that he should not be here, but particulsrly be-

cause of the cause which prevents him from being in attend-

‘ance today.

The first business in order will be the selecting of

a Secretary for the meeting. vWhat is your pleasure,

Gentleman?

Governor Fancher: I move Mr. Barrows be made Secre-




tary of this meeting.

The Chairman: I might say, in that connection, that
Mr. Harrison is also ill. As I understand it, ILr. Bar-
roWws has been instrumentsl in gathering together the neces-
sary data and information for this meeting.

(The motion of Governor Fancher having been duly
seconded, was unanimously carried, and ¥Mr. Barrows was
appointed temporary secretary of the meeting. )

The Chairman: low, gentlemen, it occurs to me at

this time that it will probably be appropriate to give

consideration as to what we should do with respect to HMr.
Campbell, if anything. Mr. Camp bell's funeral occurs
today, I belleve, at 2:30. I felt, although I had never
met Mr. Campbell but once, that he was a man who was pecu-
liarly fitted, by integrity and intelligence, and his know-
ledge of agricultural and live stock affairs, to have dis-
charged the duties he was called upon to discharge as a
member of the Board. I feel that the Board is at a great
loss, and I should like to have an expression of the views
of this Conference as to what, if anything, #e can do or
should do that would be appropriate at this time.

Governor Horris: 7 move that a committee be appoint-
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8
to draft a report recording this Conference's sense of
loss at Mr. Campbell's death, and submit that for adop-
tion by the Conference at the meeting this afternoon or
tomorrow.

Mr. Case: I would second that.

{The motion, having been duly seconded, was unanimous-
ly carried.)

The Chairman: I will appoint on that committee
Governors Horris and Seay, and, if the Comnittee wishes
me to, I will be glad to work with them.

¥ow, In view of Governor Strbng’s absence, and because
of it, I think we should follow our usual custom and
expregss our regret at his absence.

Governor Calkins: I move the Chairman be requested
to send a telegram to Governor Strong expressing our re-
gret at his absence and our hope for his speedy recovery,
or whatever he sees fit to say.

Governor Seay: I will second that.

(The motion, having been duly seconded, +as unanimous-

ly carried.)
Governor Calkins: I would like to repeat that mo-

tion, substantially, with regard to Mr. Harrison. Mr.
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Harrison has acted as secretary of these conferenc es for
a long time; he is now flat on his back in Baltimore,
and I think a message of that sort should be sent to him.
I therefore move that the vhairman be requested to take
similar action with regard to Mr. Harrison.

Governor Norris: I will second that.

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

The Chairman: The Uomptroller ha: requested that
we p roceed with our deliberations and meet the Board
on wednesday morning. It is only necessary at this
momeént that we bear that fact in mind.

Governor Norris: Mr. Chairman, you will also re-

call that he referred to the desire of the Farm Loan

Board to meet with us tomorrow, if convenient to us.
The Chairman: Yes, he expressed a desire that we
arrange a meeting for tomorrow, if convenient, with the
members of the Farm Loan Board, and it is evidently the
desire of the Farm Loan Board that that meeting be set
for tomorrow.
Mr. Case: I suggest ten a. m., Mr- Chairman.

The Chairman: If there are no objections to the
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plan, I will appoint Governor Young to wait u_.on the Farm
Loan Board and make arrangements for such a meeting, or
at least notify the Board of our willlingness and desire to
meet with it at that time.

Now, are there any suggestions as to action with re-
gard to any other matters before we proceed with the program
as arranged? If not, what is the desire of the confer-
ence as to the order in which we shall proceed? Shall
we take the program as it is arranged, ~r proceed other-
wise?

Mr. Barrows ocalls my attention to a transposition in
the program or a rearrangement of it, so that the topiecs
suggested by the Reserve Board come first. Is it the
desire of the Conference that we go on with the other
section of this program, or shall we lonk over those
toplos suggested by the Board and see if there is anything

we can do with respect to them? It seems to me, with re-

spect to Topics 1, 2 and & of the Board's program, that

the Board would desire to be represented when they are
discussed, and if there 1is no objecticn, we will set them
aside for the present and go on with the rest of the pro-

gram, the first topic of which 1is,
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aredit trensactions and policies
8¢ Report of Commnittec on Central-
1zed execution of purchases and
sales of Covernnent securities
for account of Pederal Reserve Banks,
Governor Strong, ifew York, Chairman.

{(See Lppendixz A, this volume page 205-a)

1 presume you have all seen that repcrt.

Governor Seajy: Er, Chairman, I mcve that the report
of the committee be adopted, with special reference to
the resolution which was adopted at a mecting of the come-
riittee held in Boston, February 5, vwhich reads as follows:

"In view of the present credit conditiomns, the com-
mittee recommends that the present policy bte continued
and that, for the present, or until the nexi conference of
governors, open riarket investments be equalized between
the Twelve Reserve Banks, as far as possible, without
putting further Federal Reserve funds into the market
through open market operations,”

I have particular reference to the opening clause

that,

"rn view of present conditions the committee recom-

mends that the present pollcy be continued”

and move the adoption of the report with particular refer-

ence to that clause,




The Chairman: If I understand you, you wish to
move the adoption of the report, and also that the policy
referred to in the opening lines of the paragraph be con-
tinued for the present?

Governor Seay: Yes sir; that is the essence of the
rep ort. The rest of it is merely a tabulation of the
transactions of the committee.

Governor MNorris: I had supposed we had all received
a letter from the Federal Reserve Board, including Dr.
Miller's suggestion as to open market Investment podie ¥y,
and the recommnendation which he makes there would not be
consistent with the adoption of the resolution which
Governor Seay has just offered.

(At this point a recess of five minutes was taken,
during which recess an appropriate resolution was drawn up

with regard to Mr. Campbell's Goeath.)

Governor Norris: Mr. Chairman, your committee is
ready to submit 1its report.

The Chairman: We will hear it now, Governor Norris.

Governor Norriss Your committee submits for adop-

tion by the Conference, the following resolution:
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"The Governors of the Federal Reserve Banks assembled
in Conference at liashington desire to record thelr regret
at the news of the sudden death of Mr. Milo D. Campbell,
the newly appointed member of the Federal Reserve Board.
While they have not had the privilege of m:eting Mr. Camp-
bell, they feel that his personal character justified the
belief that he would have proved a useful member of the
Board, and desire to convey to the members of his family
their profound sympathy for the loss which they have suf-
fered, and to the Federal Reserve Board for the loss of 2
fellow member.

J. B. MoDougal, Chairman."

Governor Harding: I move the adoption of the reso-

Iution.

(The resolution, having been duly seconded, was
unanimously adepted.)

Governor Norris: It is assumed that this will be
sent at once by wire, and a copy submitted to the Federal
Reserve Board.

Mr. Case: 4ind a copy given to the press?

The Chairman: What is the wish of the Conferencs
with regard to giving to the pess a copy of this at this

time?
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(It was the sense of the Gnference that a copy be

given to the press; and it was so ordered.)

The Chairman: Now, Governor Seay, will you repeat
your motion?

Governor 3eay: 1 move that the report of the Committee
on Centralized ¥xecution of Purchases and Sales of Govern-
ment Securities for Account of Federal Reserve Banks be re-
ceived and adopted.

Governor Bailey: I would like to interject a ques-
tion Mr. Chairman. :hat does that mean? Suppose a mem-
ber bank has $100,000 worth and wants to sell them to us2
tre we restiricted in that?

The Chairman: Governor Bailey, I can speak for the
Chicago Bank, by saying that we are transacting a very
large business In that regard every day for member banks
in buying and selling Government securities.

Governnr licKinney: without passing it through the
committee?

Governcr HNorris: May I say that when this policy
was zdopted by the Conference transactions between reserve
banks and their menber btanks were expressly excluded.

Governor Balley: That has been my understanding of
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it all the time. I wanted to emphasize it here, that is
11.

The Chairman: Your understanding of it is ecorrect,
Governor Bailley.

I understand, Governor Seay, that your intention is
to approve the report of the committee~--

Governor Seay: -nd continue the committee.

The Chairman: ind continue the committee, with the
understanding that the poliey, as outlined, will be con-
tinued for the present?

Governor Seay: For the present, yes.

Governor Calkins: I will second that.

Governor Harding: I wo uld suggest that congidera-

tion be given to this ﬁemorandum submitted by Dr. Miller
before the motion is put, because that memorandum provides
for a discontinuance of this committee and its reorganiza-
tion, as I understand it.

Governor Seay: Does that come before us as a part
of the program of the Board, Governor Harding?

Governor Harding: I do not know how many members
of the Conference have had their attention brought to it.

It was sent to me the other day. I notice your motion
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was that this committee be continued, anéd I would like to
make some obgervations, whenever they are in order, on this
memorandum of Yr. Miller's.

The Chairman: May I interrupt just a minute to see
how many of you gentlemen have copies of that memorandum?
I do not seem to have one myself.

Governor Harding: He might be right about it, and
I would like to make some cbservations on it. I think
before the resolution is adopted continuing the committee,

in view of the fact that some «f us have been put on
cded

notice-~~ I sucec/Governor Morss as a member of that com-
g

mittee--- and this having been sent to me the other day,
that I should at least call the attention of the nther
Governors to it before the motlion 1is adopted.

The Chairman: I would suggest that we have ths sec-
retary read the memorandum.

Mr. Barrows: The memorandum is headed '"Open Market
Investment Policy", and is as follows:

" hereas, the Federal Reserve Board, under the powers
given it in Sections 13 and 14 of the Fed:ral Reserve Act,
has authority to limit end otherwise determine the securi-

ties and investments purchased by Federal reserve banks;
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"ihereas the Fed:ral Reserve Board has never pre-

geribed any limitation upon open market purchases by
Federal reserve banks;

"lihereas the amount, time, oharactér, and manner of
such purchases may exercise an important influence upon
the money market;

".hereas an open market investment policy for the
twelve banks composing the Federal reserve system 1s neces-
sary in the interest of the maintenance of good relation-
ship between the discount and purchase operations of the
Federal reserve banks and the general money market;

"Whereas no such System policy has been laid down by
the Federal Reserve Board nor developed by the Federal re-
serve banks;

"whereas it aupears that during the year 1922 the
Federal reserve banks have made large purchases of invest-
ments in the open market mainly f§r the purpose of asg-
suring the earning of their expenses and dividends, with-
out much regard to the bearing of such purchases upon the
money market snd general credit reguirements of the country;

Wthereas the total earning assets of the tuweive Federal
reserve banks for the year 1922 have approximated 1200

millions, while aggregate earning asset: for the twelve
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banks of approximately 800 millions would have sufficed
to have enabled the banks to have earned thelr expenses
end dividends;

";hereas approximately 400 millions of money has been
put into the money market by the action of the Federal
reserve banks and maintained there in excess of their earn-
ing requirements into a time when the general credit
situation needed restraining influence rather than
stimilus;

"ijhereas such npen market purchases have consisted
very largely of United States Government securities; and

"Yhereas heawy investments in United States securities,
particularly short-dated certificate issues, have occa-
sioned embarrassment to the Treasury in ascertalning the
true eondition of the money and investment markets from
time to time,

"PHEREFOKRE, Be It Resolved, That the Federal Reserve
Board, in the exercise of its powers under the Federal
Reserve Aat, lay down and adopt the following principles
with respect to open market investment operations of the

Federal reserve banks, to-wit:

"(1) That the time, manner, character and volume

of open market investments purchased by the Fedsral re-
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serve banks be governed with primary regard to the ef-
feect of such purchases or sales on the general credit
situation.

"(2) That in making the selection of open market
purchases, careful regard be always given to the bearing
of purchases of United States Government securities, espe-
clally the short-dated issues, upon the market for such
securities, and that open market purchases be mainly

commercial investments, except that Treasury certificates

be dealt in, as at present, under so-called 'repurchase'

agreement.

"{3) That in order to enable Federal reserve banks
to earn their dividends with a minimum volume of open
market purchases at times when there is no active redis-
count demand made on Federal reserve banks, open market
purchases made by reserve banks shall be p ro-rated
among them in accordance with their respective require-
ments.

"Be It Further Resolved, That on and after &p ril 1,
192%, the present Committee of Governors on Centralized
Execution of Purchases and Sales of Government Securities

be discontinued, and be superseded by a new committee known

tps://fraser.stlouisfed.org
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as the Open Market Investment Committee for the Federal
Reserve System, said Committee to consist of five repre-
sentatives from the reserve banks and to be under the ex-
officio chairmanship of the Federal Reserve Board; and
that it be the duty of this Committee to arrange for the
purchase and sale and distribution of the open market pur-~
chases of the Federal reserve banks in accnrdance with the
above principles.™

Governor valkins: May I ask whether that resnlu-
tion was adopted by the Fedcral Reserve Board?

Governor Harding: I do not think it has been. I
have the letter transmitting it to me, which says, "By
direction of Mr. Miller, I am sending you a copy of the
following memorandums, (1), -'pen larket Investment Pnlicy,
and (2) ¥ew Plan for Stating Reserve Position of Pederal
Reserve Banks."

Both of these matters need the attention of this con-
ference. The new plan for stating the reserve position of

reserve banks advances the theory that the Federal Reserve

Board has the right to prescrike, from time to time, the

amount of gold reserve against Federal reserve notes, and

at the proper time I want to discuss that, and shall take
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issue with that proposition.

Governor Calkins: I think, before we discuss the
memorandum with regard to purchases, we should be informed
as to whether the Board itself has uzcted nn the suggestion
or not.

Governor Harding: But whether the Board has acted
on the suggestion or not, I think there is basis for a
discussion, and, if I am in order, I would like to say a
few words on the subject.

Governor Horris: I think the fact that it was trans-
mitted in a letter, which speaks of it as a memorandun
snd not as a ruling, or anything else that has been adcpted

by the Reserve Board, indicates plainly that it has not

been adopted by the Reserve Bnard. It is Dr. Miller's

suggestion for discussion. His suggestion is a very d4dif-
ferent thing from an ap, roval of the policy recommended

by the committee and very diff rent from a continmance of
that present committee. In fact, nn the contrary, he re-
commends that the p. esent committee be discontinued and that
it be superseded by a new committee. Therefore, if we
adopt a resolution approving the report of the comnittee,

continue the committee, and commit ourselves to a continu-
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ance of its policies, we are practically precluded, it
seems to me, from having any discussion of Dr. Miller's
suggestion; 4in other words, we are turning it down with-
out discussion or consideration.

Governor Hard ing: If we adopt the reseclution con-
tinuing the present committee we do it, of course, subject
to the approval of the Federal Reserve Board, because the
Eoard has the right to say that they do not approve of the
committee.

Governor Norris: If we adopt a resolution now that,

upon subsequent discussion of Dr. Miller's memorandum,

we conclude to change, ¢ put ourselves in the position of
voting on one thing on Monday and for annther thing on
Tuesdsay or liednesday.

Governor Handing: Why not pass the whole thing un-
t1l we hear from the Board on it?

Governor Seay: I will modify my motion in this uay,
that the report of the Committee on Open larket rurochases
be received and filed, and that will leave open for dis-
cussion the entire matter, including the recommendation by
Dr. Miller. I feel confident, from the communication

which I received, that this is at present merely a memoran-
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Governor Harding: I think it is really more than
that, Governor Seay.

Governor Seay: I mean that it has been presented to
the Board but has not been adopted by the Board.

Governor Harding: Ihaven't talked with any member of
the Board, but I am guite sure that the Board is going to
adopt this proposition.

Governor Seay: You think it has gone that far,
Governor Hard ing?

Governor Harding: Yes. I think I know of some
things thatare going on under this roof that will make it
very certaln that the Board will adopt it.

Governor Seay: I would like the privilege of expres-
sing my sentiments on the subject, also.

Governor McKinney: You think we should defer action
on it at this time until we receive the report of the

committee?

Governor Harding: There are certain indications here

that an argument is going to be made in the Board to re-
organize the committee, and why showld we be so precipitous

to go ahead now, when the matter can be taken up later.
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The Chairman: This committee was conceived by the
Federal Reserve Board, or, in any event, the appointment
was approv ed by the Board, and any action that we take
today oOr any action that we have taken in the past, has
always been made subject to the approval of the Board.

Governor Fancher: And the approval of our respective
boards of directors.

The Chairman: Yes, of course.

Mr. Case: It seems to me, if Governor Seay's motion

prevails, that the report be received, that it leaves the

matter entirely open.

Governor Harding: The Board feels this way on the
proposition--- I might say I am in sympathy with Mr. Miller
on this, as I see what he has in mind. The Federal Re-~
serve Board has this statutory power and responsibility
imposed upon it; there isn't any gestion about that.

Governor Seay: Inciuding a limit as to the amount
of purchases?

Governor Harding: Yes; the whole credit poliey.
The Treasury's policy has been a very large part, as you
all know, of the whole general ocredit situation for the

past four or five years. During the war time, on acoount

T S 2P
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of this situation, the Treasury found 1t convenient to
take these matters up directly with the Governors of the
Federal Reserve Banks, or a committee of Governors, and
gradually came more and more into a position of ignoring
the Federal Reserve Board. We all ¥now to what extent the
Treasury's policy dominated the ceredit situation in 1918.
Now, the responsibility for a situation that might arilse
out of the use or abuse of credits is not imposed by law
on the Treasury Department, but is imposed on the Federal
Reserve Board. Some of them have become rather restive,
sitting here, having that responsibility, without knowing
definitely what has been going on, or not being a part of
it, and I think the idea is to let the committee proceed,
but to have the Treasury understand that the Board must be
informed of all these things, and that the Chairmanship of
the committee will be here in the Board.

My. Case: I saw a copy of this memorandum when I was
up at Dr. Miller's, and this suggestion about being under

the ex officio chairmanship of the Federal Reserve Board was

changed to read "under the supervision of the Federal Re-

serve Board", and I understood that was the way it was

going to be presented.
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Governor Harding: I do not know how it is goning to
be worked out. I am satisfied that the Board, feeling its
resp onslbility, 1s determined to gssert itself, and I think
it is prepared to and shnould.

Governor Fancher: Then this has not been &p proved
by the Board?

Mr. Case: lino; I think it is just Dr. Miller's sug-

gestion.

The Chairman: I understand that a motlon to receive

the report and fille it has been made, and that will leave
the matter upen for discussion.

Governor Harding: i'e have plenty of time to settle
this thing later on, after we have heard from the Board,
it seems to me.

(The motion, having been duly seconded, ®Was carried.)

The Chairman: The next topic is (b) under ¥o. 1.

(b} Report of Standing Committee on
Open Market Conditions and ‘'pera-
tions, Governor Fancher, Cleveland,
Chairman.

Governor Fancher: The report of the comuittee is

follows:
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REFORT JF THE STAHDING COIMMITTEE ON JPEXY MARKET

-

CUuNDITINIS =KD OF'RATIVURS T THE CulPe T ICE up

Since its last report in October, 1922, your committee
has contlnued to receive from the several reserve banks
weekly reports of conditions in their open markets, which
have been summ.rized for the committee by its seoretary.
The committee has also received from a number »f reserve
banks monthly reports of conditlons in their dist-icts.
Coplies of these reports have bteen furnished by the secre-
tary to the Uivision of “nalysis and Research of the Federal
Reserve Board and to the governor of each Federal reserve
bank.

Since the last report of your committee the discount
market has been more active as 1s substantially indicated
by the volume of dealers' transactions in the New York

market. For the four months ending January 27, their

purchases aggregated §615,000,000, an inerease nf 27% over

the previous four months, and their sales totalled
%606,000,000, an increase of about 15%. Slightly in-
creased use of acceptance credit was indicated toward the
end. of the y.ar. in estimate of bills outstanding at the

close of December indicated about £600,000,000 a8 com-
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pared with 585,000,000 last ‘stober. But since the new
year there has been a considerable reduction, which 1s
partly seasonal but which appears particularly in the
relative volume of export bills which has been decreas-
ing &s the marked advance in American prices progressed.
The volume of damestic bills eontinues ton decline.

Early last sutumm the distribution of tillls was dis-

tinetly slugsish at the level of rates then obtalning, say

2-1/4 to 3-3/8%, which were too low in a firming money

market to attract investment buying- It was the cennsensus
of op en market opinion thst those rates were too low onm-
pared with increasing yield on Treasury certificates and
money rates generally, which were advancing. Bill rates
consequently ere gradually advanced to bid 4-1/8%, of -
fered 4%, at which level a fairly gond distributlon was
effected- After the turn of the year, when usual release
of funds in inteirest and dividend payments, augmented by
heavy Trsasury disbursements in the retirement of darp
Savings Stamps and called Viectory nntes, caused a temp-r-
erily easier money condition, a brisk demand for bills
developed. Dealers' portfolins were rapildly depleted and
they found considerable diffieculty in satisfying the

rather captious demand for particular names maturing within
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gixty days. Savings banks which had been out of the mar-
ket for a long peri~d bought a fairly substantial amount
of the bills. This demand, acting on a limited supply,
resulted in a slight reduction in rates during the last
half of January when 4% was bid for the best known names
snd their 90-day bills uere offered at 3-7/8%. 5t this
level demand was not sustained and after a few weeks of
effort to move bills at 3-7/8% the old level of 4-1/8% was
reinstated and obtains at this writing.

The better distributicn and revival of investment de-
mand at 4% is reflected in smaller Federal reserve btank
holdings which, on February 14, totalled ,1€4,000,000 as
compared with about ,260,000,000 during ¥ovember and
238,000,000 on Septenber £7.

Your committee is mindful of the impsdiment tn the

freer use of bankers acceptance c¢redit in a market there

discount rate, added to acceptance comnissinn exceeds the
cost of money borrowed on the most favorable terms, but
is also mindful of the proportion which Federal reserve
bank hnldings for themselves and for account of foreign
banks bears to the total volume of bills. This propor-

tion is estimated to be about 4% of the bills which are
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really salasble and outstending at the present time. This

large proportlon held by reserve banks indicates the

limited investment demand for bills at the presént price

level of 4%, which compares with commercial paper at
4-3/4%, time money =t 5% and a yield of income tax exem.t
to corparstions, on six-months Treasury certificates and
short Treasury nntes of from 3-374 to 4-1/2%.

«hile jour committee believes that a larger volume of
bills circulating in the market is eminently desirable,
it 1s convinced that this cannot be brought about at this
time through lower rates at Federal reserve banks than will
permit the primary distribution of bills in the market,
upon which depends the acguisition of the lndorsement
essential to Federal reserve bank purchases.

In the meanwhile discount rates in London c¢cnntinue
materially lower than this ceountry, being at present 2-1/2%
for 90-day bills, and the frcer use of sterling credits,
your committee is iniormed, is increasing, bnoth on account
of the louer discount rate and the continued Improvement
in sterling exchange.

The attention of the conferencs is called tn the

vacancy which exists in your committee through the resig-
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nation of Governor Morss of Boston, and recommends that
that vacancy be filled at this conference.

Respectfully submitted,
E. R. Pancher, Chairman."

Governor Fancher: iow, it would seem to me that the
report of this committee should take the sameée course as
the other, bt .cause it would seem that if Jr. Miller's
sugsestion is adopted these committees will be c¢ombined.

The Chairman: May we have a motion to that effect?

Governor Fancher: I move that this report be handled
in the same way.

Mr. Case: I will second that.

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

The Chairman: The next is {¢) under Topiec No. 1.

() Rates of Discount.

1. “utomatic adjustment of -
Is it possible or expedient?

Governor Harding: My. Chairman, I think we can dis-

pose of that in short order. I su_gested that topic

in order to satisfy the Harvard Committee nn Ecnnomio

Research, headed by Profe:.or Bullocl, Professor Swllock

is very much worried over the situation. I asked him
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just what particular features of it worried him, and he
didn't know, but he was afraid of the large reserves that
were being held. He said that the business community ought
to have some btarometer to guide them; that it is very im-
portant that they should look ahead und foresee, for a
period of months, uhat the discount rate is going to be.
Of course it would be a fine thing if they could do that.
I told him that it would be equally a gond thing if the
business commmnity could tell exactly what the weather was
going to be for the next six months, so that it ocould
forn some definite idea as Lo the size of the crops. I
told him I would bring this up for discussion dowWwn here,
sand I pave him my own vicws very plazinly.

I do not believe that a formla for the automatic
adjustment of discount rates 1s either pessible or expedient,
because there are so many things that affect rates; the
reserve position, for instance; a formla would naturally
sugzest something based on the reserve position of the

Federal reserve banks. Nnu, Governor Normanr, of the Bank

of fngland said once, when he was asked what consideratinnsg

brought about & change of the discount rate, that when the

general board met, which c¢~rresponds to our directors, and




it was the congsensus of opinion that rates should be
changed, the rates were changed; otherwise they were left
alone. The very fact that credits are expanding at a
given tlme and under certaia c¢ircumstaices, does not indi-
cate, neces:arily, danger, or the necessity of revising
discount rates, because 1f the volume »nf produetion in-
creases, distribution is good, consumgtion is normal, and
the ultimate consumer absorbs the goods that are prnduced,
that 1s = process naturally requiring a larger vonlume of
credit than hen production is slack and consumption is
limiteqd. The danger in that situation 1s that; when pro-
duotion keeps up and the manufacturer either is unable to
dispose of his gonds or sells them to the middleman and
throus them into a warehouse and borrows money on them,
or, if they reach the retail, he is unable to sell them
end they remain on his shelves and he borronws money in
nrder to carrythem, why, then there is a credit situation

that needs lonking into. It is a dilferent proposition,

entirely, when those three great economic praocesses functi-n

in en easy way and there 1s no clog anyihere, generally
speaking busine.s is good, and the expansion of credits,

if ligquidated Iin due course by the operation of thnse pro-
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cesses, 1s in a healthy condition. Then, of course,

the bank has got to take into consideration the demands

made upon it, has got to puy some little attention, of
sourse, to its own reserve vositinn, and to the whole gen-
eral situation; but the point I want to stress is, that

very often there is s shary demand for credit accormmodatinm,

due to some seasonal opcration. in advance in the dis-

cout rate might have the effect of imposing an unnecessary
add itional burden upon trade, because experience shows that
whenever the Fed ral reserve bank discmunt rate advances,
the member banks advance their rates in a ¢ orresponding
way and impose an additional burden on the public without
any particular benefit, so far as I can see, and unless there
are some elements of danger in the situatlon a cexrtain re-
serve percentage at one time may not call for any adjust-
ment in rates, while, at annther tidme, it would call for
a very drastic readjustment in rates.

Governor Bailley: Upon +hat thecry or rule could
you predicate an autqmatio ad justment?

Governor Harding: I do not see any rule. I asked
the Committee to Sive me the bonefit of their ideas, and

they had absolutely no suggestlions to make. They merely
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said that there ought to be some way devised by which the
average business man could look ahead and foresee what the
discount rate was goning to be. I told them that whenever
they discovered that system I wished they would pass it
on to me,

The Chairman: .ould it suit your purpose to have the
record show that this matter was discussed and that any
such plan would seem to be not feasible?

Governor Calkins: I think we would be justified in
being a little more definite than that, Mr. Chairman.
Governor Harding has described the course of business move-
ment in this country in such a way zs to indicate beyond
guestion, in my opinion, that an automatic discount rate
could not be adopted. iie have seasnnal operations which
sause an increased demand on credit, and which do not
justify any alarm or any disturbance or any incrsase in
rates.

Gos ernor Harding:  Those very seasonal op € rations

bring about a normal and natural lijuidation a little later

Oone
Governor MeKinney: In our district our loans expand

very readily, as you know, in June, July and 4ugust, and




liguidation comes in ‘ctober.

Governor Harding: Yes.

Governor HeKinney: Perfectly normal »p erations.

Governor Seay: I would move you, lr. Chairman, that it
is the conssnsus of opinion that i1t is the experience of
Federal reserve banks that the automatic adjustment of dis-
count rates is neither possible nor expedient.

Governor Harding: That would be very gratifying t-»
me, of course.

Governor Calkins: I would reverse it, by saying
nelther expecient nor possible'.

Governor Harding: I have rec:ived many c¢alls from

these gentlemen and they seem to be insistent about 1t.

The Chairman: Is re a secnnd to that motlion?

Governor Norris: Before the matter is disposed of I
would like to add a word to what Governnr Harding has
gsaid. I had the benefit of a three hours' call from Pro-
fessnr Bullock also very recently, and in that conversation
the point he was driving at was not, to my mind, an autn-
matic adjustment of discount rates. The p oint he made
sith us~--- and I think it is worthy to be borne in mind---

was this, for example, that Wew Ynork and Boston banks re-
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cently increased their rates at a time when their reserves
were high and rising, «nd at a time when it was generally
believed there was nothing dsngerous in the situation. ‘hy

was it done? The General public is very rmch at sea as

to why it was done. Professor 3ullcclis theory, as he

expounded it to us, was this, that a time will come in the
near future when you will cnnsider it advisable and necessary
to make a general advance in discount rates; you might

do that for the purpose of checking business expansion, and
eould you not convey zn idea to the general public of the
sort of conditions that lead you to make advances in dis-
count rates, could nnt you give a general idea »f the kinds
of sitvations that move you to make a change of that kind?

Covernor Harding: I lunched with Professor Bullock
the day before these changes were announced, and he was
urgent and insistent that the rates be advanced---

Governor ilorris: Oh, ¥Mr. Harding, he was not coritic-
ising you at all, but was discussing the ignnrance of the
general public and suggesting that when the necessity
arose to change them the public be given an inkling or an
idea of the conditions that caused us to advance the rates.

Governor Calkins: Of course that has nothing to do

tps://fraser.stlouisfed.org




with an «utomatic adjustment »f rates.

Governor HNorris: That is why I made the statemeat
that he didn't say a word to me sbout an sutomatic adjust-
ment.

Gov ernor Harding: when I submitted this topic I was
following his exact language. He said there ought to be
some formula or some automatic method nf d etermining dis-
count rates.

"automatic"

Governor Horris: He did not use the word
#ith me.

The Chairman: I think this question has been pretty
well discussed, and Governor Seay has proposed a resolutinn

to the effect that an automatic adjustment of discount

rates would not be possible, nor would it ke expedient.

Is that motion seconded?

1 think this gquestion of credit transac-
tions and policies under Item (e¢), Rates of Discount, and
its three subdivisions, automatic sdjustment, uniform rates
and open market rates, is one of the most important things
to come before us. The officcrs of the New York Bank had
the same experience as had Governor Horris and Gavernor
Harding. e had a call frem Professor BZ1llock two weeks

ago Saturday, and he spent three hours with us, and one of
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the things he said was that we had an abnormally large
gold basis, that the publlic had been educated to lonk at
the reserve ratio, and when they saw it 77 per cent they
couldn't understand why a rate increase should take place.
I do not think there is any occasion for this Conference tn
go on record, close the door, and tell the Harvard Bureau
that an automatlic adjustment is Iimpossible. It seems to
me that this Conference should take some affirmative action
and should mske some statement as to the various factors
relating to a change In the discount rate. After our
telk with IIr. Bulloclk:z, Mr. Jay and I got together and we
have just prepared a little memorandum, which might be
something for this conference to shoot at and with your per-
mission I would like to have the Secretary read this memo-
randum for the benefit of the conference.

Mr. Barrows: The memnrandum is as follows:

"iLs usuul, the subjects discussed by the semi-annual

eonfe.ence of the Governors of the twelve Federal reserve

banks include many gquestions of operation, as well &s

business and credit c¢onditions in the various districts,
and the general credit policy of the Federal reserve banks.

It wa reported that following the recent incre.se of the
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rates at the Federal reserve banks of Boston, New York,
and San Francisco from 4% to 4-1/2% the guestinon has been
raised by newspapers .hether rates should be incrsased
while the reserves of the system were so high as at pre-
sent. In view of these expressions, the ¢rnference feols
it ap propriate to indicate some of the various factors
which are given consideration in establishing discnunt
rates.

The reserves of the Federal reserve banks are always
a factor. Their maintenance at s level whic h will sustain
public confidence in the entire bankin. and currency system
of the country is the fundemantal duty of the Federal re-
serve baniis. Should the reserves fall so lew as to cause
apprehension, they might become the nnly factor in deter-
mining discount rates. But neither the law nor the exper-
ience of other benks »f issue indicates that the reserve
ratlo 1s a gauge by the rise or fall of which alone discount
rates are to be determined.

The Federal Reserve 4ot provides that disemant rate

'shell be fixed with a view of acco .mndating commerce ang

business.' In determining whether a rate will aecomiodate

commerce and business several of the following fagtnrs,




beside reserve ratin, are given consideration:

1. The relation of the volume of credit in use

to the volume of the production, dis:ribution

and consumption of gonnds.

The aggregate loans and depnsits of the banks of the
country represent the volume of credit in use. comnmerce
and business are well accrmmodated when sufficient credit
is called into use. The results ~f the exce:sive use
nf oredit In late 1919 and early 1920 are fresh in the
minds of all.

2. Opem market rates for various classes of paper.

These rates are always ¢lear indications of the demand
far ¢ redit. Federal reserve bank rates, if they r=flect
prevailing credit c¢nnditions, are likely to approximate
market rates.

3. Gold movements, existing nr prnspective.

Gold imports may increase the volume »f credit in use
and ralse the reserve ratio, while gnld exports may cause
& rev.rse prncess, depending upon ¢ redit conditions at the
time. The high reserve ratins, and the g.-eat increase in
bank deposits and loans during the past year, are due nmainly

to the inflow of over £1,000,000,000 of gold since January
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3 1921, How mach of this gold will re .ain here perman-
ently cannot be estimated. But experience shows that gnld
in excess of the needs of a country inevitably flows nut
in time, and present reservs ratios should be read sith
this in mind."

Governor Hsrding: That iirst paragra.h is the srux
nf the whole matter. The average man talks of the tremen-
dous amount of gold held by the Federal reserve banks, of
the vary large ratio, and the large vonlume of credit that
it will sustain. Ve ought to remember that since the
Reserve System was established there has practically been
no time when the disecount rate has operated to have a normal

and natural control of the gold supply. Before the war

the whole theory In Burope was that an advance 1ln the dis-

count rate restricted the flow of gold from a country and
attracted gold to it, and vice versa; but in view of the
situation of practically all of the rest of the w@-rld, our
discount rate for the time being has no effect upon gold
movements in snd out of this country. 4t the same time we
all realize that there has been a very abnormal mnvement

of gold into this country. I sometimes think that it is

unfortunate that it 1s necezsary in this country to have a
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statutory reserve. I do not say it 1is unfortunate that
we have them, but unfortunate that it seems neoessary to
have them. The trouble with the statutory reserves 1is
that they fix a kind of ideal in the public mind. In
1920, for instance, one great problem that we always had
to consider was this---suppose the average reserve of a
federal reserve bank should fall below 40 p er cent, which
was the figure the publiec had in mind on accnunt of the
statut-ry requirements asgziast note issues, and 35 per cent
against deposits, and then people thought that the whole
gredit structure was tumbling, and it seemed necessary to
maintain the reserves in the federal reserve banks sbove
that limit. Conversely, when the reserves are 75 or 80
per cent, people very naturally say, “"See how very strong
these banks are, and how much gold they have hnarded away;

their legal reserves are only forty per cent, and they have

nearly eighty per cent.) If we could only get away from

that fetish of a legal minimum and get the public to bear

in mind that the whole discount rate structure is based

not so much upon the amrunt of gonld held or the actual re-
serve figures, but upnn the general situation, the situation

yould be greatly improved.
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%e all know that action invites reaction; thst this
abnormal flow of gnld into this caountry, which has given

us a far greater proportion of the world's stnck of gold

than we ever had before, and more than our normal propnrtion

of 1t, sooner or later, us the world becomes stabiliged and
political and econnmic conditions sbroad tecnme normal, that
there 1s goling to be a freer granting of foreign comnercial
credits by this country to other countries, that our gnld
recelpts are going tn cease, and that there will be, natur-
ally, some outflow of gold, and so you see it would be a
very foonlish and unfortunate propnsitinn to build up on the
present abnormal stock of gold a tremendous credit structure
which would find itself undsrmined when the prncess goes
in the dher direction and the gold begins to leave us.
e have got to bear in mind that in effect we hnld a large
part of the gold really as trustees, and the public ought
to familiarize itself with an idea of anywhere from 60 to
75 per eent as being a normal reserve, inctead of 40 per
cent.

Governor Calkins: It seems to me that Governor Hard-
ing's very lucid statement, reduced to a few words, means

that the public must be educated, and, in order to educate
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it, it will be expedient to tell it the tre¢uth, which is
that there is no relation between the rediscount rate, and
no possibility of relation between the rediscount rate and
the gold reserve of the federal reserve banks at the present
time. There was a time when the discount rates in EBurnge
were more or lLess automatic. As has been recently said,

there was a time when the inflow and outgo »f gold fixed

the rediscount rate and the policy of the Bank of Zngland;

but now that is fixed, as Governor Harding said a few
moments agoi on the consensus of opinion of the directors,
without any relation and without any consideration, as a
matter of faet, to the movement of gold. With this
country and this system, in possession of the tremendous
volume of gold which we hold, the public needs to know that
the measure of the gold reserve, or the gold ration, or any-
thing you please to call it, dnes not mean anything and
cannot be wsed for the purpose of fixing the discount rate.
I do not know how that 1s going to be gntten home tn the
puklie. That seems to be a very difficult matter. The
writers, even, in the alleged financial papers, do not
understand the situation.

Governor Seay: Governor Harding, you mentioned a few
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moments ago, a conversation with the Governmor of the Bank
of ®ngland in which he said that when the Bank of fngland
thought the rate should be raised it raised the rate.

It is never the custom anyuhere else in the world, 1s it,
for ceéntral banks tn pive out to the public their reasons
for raising rates?

Governnr Harding: I have never heard of 1t, nn.

Governor 3Seay: It seems to me that in this country--
while I am prepa¥ed to admit that there is necesslty for
education of the public--- at the same time 1t seems to me
that the less we are drawn inte discussinn and intn glving
reasons for our actions, the better it will be for us.

Governor Harding: I agree fully with that. I think
any general public cdiscussion of discount rates 1s very
dangerous. You all mow of the bills that have been in-

trnduced in Congress from time to time in the last tuélve

months. There havebeen various propnsitions turned down

in the Senate. One was that the discount rate should at
all times be uniform; another was that the maximum dis-
count rate of the Fedcral reserve banks should never exceed
four per eent; another that it should never exceed four

end a half per cent, and annther five per cent. 111 of

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




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

47
those propositions have been brought up in the Sémate in

the past twelve months. It 1s very desirable, If 1t can

be done, to have the Federal reserve system function with-

out too many bosses or too many people participating in the
discussinn.

Governor Seay: ITf you give a reasnn for everything
you do, it is prolifie, it seems to me, of unending discus-
sion, puts you in the attitude of always being on the de-
fenslve, which 1s not a strategic positinn to eccupy.

Governor Calkins: I would like to ask, in respect
to this discussion, whether the r aising of the rediscount
rate, without giving any reason for it, does nnt do more
to promote public discussionthan anything else we can do?

I believe it does, has in the past, and will in the future.

Professor Bulloclk's rejuest, as I understand it, was

that it be highly desirable that, uhen the Federal reserve
branks increase the discnunt rates, they give some reason
shawing that it was a raetional action and not a mere notion.
Governor Harding: I will tgll you the statement I
made in Bnston when the rate was raised from four to faur
end 2 half. Of course, the real, primary reason was be-

casuse the New York bank had raised its rate. In view of

the peculiar relationship be tween the banks, Bnston belng
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so close by, 1t was practically a matter of necessity for
Boston tn follow suit. However, 1 did not care to say
that publicly, so I said the rates were raised in order to
conform more nearly to the general rates prevailing in
nther sections of the country.

The Chairman: Gentlemen, the guestion before the
meeting is on Govefnor Seay's motion. fs I understand it,
Mr. Case feels that rather than go on record as it has been
suggested, that we might allow this matter to rest, with
the understand ing that the cnnsensus »f opininn is in ac-
¢ ordance with the motion as put. Is that the 1dea?

Mr. Case: My idea, very briefly, was this, that in-
stead of going back tn the Harvard Bureau and saying that

'we have considered your suggestion and we think there is

nothing Ia 1t%, 1 should!like to see this confierence take

some affirmative action--- as I say this memorandum I read
is something to shoot at--- and I would like to see the
conference take some affirmative action which would be an
answer, in an affirmative iay, if you please, to the Har-
vard Bureau, rather than to simply say that we see nnthing
in the automatic discount rate, that it is impossible, not

feasible, and so on. I would like to see the conference
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undertake a little educational work, as Governor Harding
has suggesteéd.

Governor Harding: I suggest, with your memnrandum
as & basis;, if we agree on it, that we submit the matter
to the Federal Reserve Board and have them _ive out the in-
formation, because, after all, they have to stand the brunt
of this thing; and it is a very fr rtunate thing for the
Federal reserve banks that they do. In fact, nne of the

most useful features of the Federal reserve Board has been,

-end will continue to be, the fact that it is & shock absorber

between the public and the system. It is betisr to have
attacks on the Board than on the banks.

The Chairman: I think you are right about that. We
can adopt it and have the Board's approval and have them
give it out®?

Governor Seay: Taking the other view, which was what
I had in mind, it seems to me that it is nnt without value
te express a clean-cut, definite opinion on the subject
#ithout dismissing 1t sbruptly and closing the door, as

Mr. Case has suggested; and I had that in mind when I

said that the expefienoe of the Federal reserve banks has

proved that it is neither possible nnr expedient-~- and I
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believe that is a correct expression of our experience~--
that 1f we are to judge by our own experience and our
kmowledge of the varilable demands of the different districts,
then the experience of the Federal reserve banks justifies
a conclusion up to this point that it is neither feasible
nor expedient to sutomatlcally adjust in advance, or estab-
lish a formla in advance for the adjustment of rediscount
rates.

Governor Harding: I think it 1is entirely possible
to reconcile and harmonize Governor Seay's views with those
of Mr, Case, and I suggest that a committee of three be ap-
pointed to draft a memorandum on the subject and submit it
to a later meeting.

The Chairman: I can see no objection to the motion

put by Governor °=eay, nor can I see any difficulties that

might arise because of that action here. It 13 not my
understanding thet any aotion that e take is to be reported
beack to the Harvard Bureau or anyone else, excepting the
Feaeralfﬁeserve Board.

Governnr Harding: If there is anything _iven out,

let the Bard ive 1t out.

The Chairman: This would be merely an expression of
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the views of ths Confersnce, for submlssion to the Board,
ags I undsrstand 1t. je certainly :ive no publicity to our
action in rsgsrd to thess matters.
Governor Calkins: The discussion of the discount rates

4ill not 2nd with a discussion of this spscial question.

i apprenend tnat bafore the Conference is over there will

be 2 discussion which will be appliesd directly to discount
rates, and it sees to we that this guestion might be in-
corporated in soms latsr action to be taken by this Confer-
ence, but I think th: appointuwent of a comnittee at this
tine would be helpful in preparing us for such 2 discussion.

The Chairman: The gusstion before the Conference is
Governor ceay's motion. Governor Harding has crfrsred s
substitute, 1 presuiis.

Governor Harding: I will offer that &s s substitute
to Governor Seay's motion, if he will accept it.

Governor oSeay: I will accept it,

Govsrnor Harding: siy motion 1s that a committes of
thres be appointed by the Chaimian to drafi a memorandun
covaring everything included under Topic (¢} of Topie 1.

Governor Fanchsr: I will second that.

(The motion, having b2sn duly seconded, wes unanimously
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carried.)

Thz Chairmsn: I will appoint on that Coiulttee
Governor Seay, wnr. Harding and .r. Case. That commlttes
is to dsal with sSubtopic C, rates of dis count, Nos. 1,

2 and 3 thereunder.

it seems to me ae ought to have 3an expression of opin~-
ion from atlanta with regard to their views on this matter
before the conmittee goes to work. You have submitted the
question of uniforin rates, wmr., adleson.

uir. Adleson: On the juestion of unifomu rates, s
recognize that Gifferences in coumercial ratesprevalling
in various sections of the couctry, and seasonal operations

argue against a level rate in the Fedsral Rreserve system;

but thers is one class of borrowing that has slightly

changed frou the time w»hen ie gave aprefercsntial rate to

it, and that is Governument bonds. The lsrge subscrip-
‘tions are prschtically out of the banks now, fhey have tem-
porary investments in Treasury certificates, gnd occasion-
ally, when their deposits decline they have to miake a
borroiing agalnst 1%, and if we have one rate 1n one dis-
trict spnd a lowsr rate in anothsr, we recaive criticism. They

i see no reason shy, against government loans, they must

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




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

53
pay 2 higher rate in our district, as compared with New
York or Boston, shers they can get about the saue secur-
ity at a lower rate for short tlue borrowing. It seems
to us thst, so far as vovernment securitiss are concsrned,
.« ought to have a lsvel rate; or, if ue cannot have it
in straight out discount rate for short periods, at least,
say thirty days, #e should have a re-purchasing sgreement.
Tnen, 2ftsr they have gotten out of thelr class of temporary
borrowing, and if the bank still wants to retsin that
security, put it at ths couanercial rate of borrowing on
a dirsct note. In that way we would get away from the
erit icisin of one section of the country being more favor-
able than z2nothsr.

Governor Hardlng: wr. Chairiian, I have & good many
important mattsrs to attend to while I 2a down hzre, and
I would prefer to be excused from any committes vwork,
especlally something which will take as much tiaue as
this is likely to take.

The Chalruuan: e will, of courss, excuse you, and

i will appoint Governor Calkins in your place on that

conmittoes.

ur, Adleson: I would like to hear some discussion
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on that if the Govsernors do not agree with Atlanta's
view on it.
The Cheirman: If I undsrstand it, you want the
privilege cf a:zcording to your borrowers, when there is
8 disparity between your discount rate and that of New York,

or any other city, of losning against Government securities;

is that the idea, at the minimua rate prevaliling in any

district?

I« Auleson: In any district, yes.

Governor Harding: It sesems to inie your remedy would
be to sstablish s special rate on Govsrament sscuritiss snd
gsk the Board to approve it.

wr'. Adleson: But that would be getting back to the
old preferential rate on Govermment .scurities.

Governor Calkins: #hy not handls it with open mar-
ket transactions snd make your own rate?

Governor Young: The same difficulty came up in
uinneapolls. e have some Twin City bsnks sho occasional-
ly borrow in New York bscause they gst a lower rate on
Governnent obligations. I lovked into it ss carefully
&s I could 2t the time when there was a four psr cent rate

in New York, and I found that it simply involved 2 million
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dollars 2nd two or three banks, sud I Jjust dropped it.

Governor ucKinnsy: Have you purchased sny Governisnt
obligations «with a re-purchase agreement?

wr. AGleson: ¥rom: the loan banks, that is all;
never With s m=mber bank.

The Chsirman: It seems to be obvious that sith 2
rate of four psr c:nt in New York and Bbston and 4~1/2
per cenbt slsewhere, that the large users of credit at
wminnespolle and Chicago, and other centers, wholmwve

established their lines both 1n the esst and in the west,

will of ccurse go to the east for thelr iioney. That was

the result, very noticeably, during the period when those
conditions prevailed. New York was callad upon to 3 much
greater extent than they would have been 1f the rate had
besn uniform, snd the dsm2nds upon us were relatively less,
when the rates wsere adjusted. It was very noticesble, ur.
Case, that custoitsrs returned.

«4r. Case: Two wezKks after our rate was ralsed frou
four to four and a2 half percent, our earning sssets went
off 112,000,000, and, speaking for wr. wuc@ay, while you
were temporarily absent, Governor wciougsl, he told me that

the loans had gone up sowething like thirty or forty million
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dollars, It seemed to me just s clear case of cause and
effect, It sffected a redistrobution of those loans
throughout ths other banks,

Governor Young: I would like to say thet 1t works both
ways . The othser banks reduced thelr rediscouants long
before suinneapolis did, asnd there w2zs 2 tilme when the strein
was very heavy on us, and I think that we have kept the
rate up dsllberately to keep some of the credit 1nsoume of
the other districts.

The Chsirman: wP. Adleson, have you 2ny further
nents with respect to sub-topice 2 and 3 undsr (c) ?

wr, 4llescon: #1th respect to sub-topic 3, under
(¢), Open warxet Rates, sinc. the establishment of the
system we have had frejuent dis cussions of creating a
broad msrket for banksrs' acceptsnces. Last year, when
the comuerclal rate was at practically 4-1/2 per cent, ex-
cept New York, Boston and san Francisco, which had four
per cent, the open msrkst rsts so closely approximating the

coumercial rate millitates against cresating that broad

market. #e cannot help to establish the dollar credit

if the discount rate snd the open merkst rate is 4 psr cent

as against 2-3/16 or 3 per cent in othar countriss., I
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recognize that we haven't a su.ficlent number of large
corporations or conc:srns that are attractsd to the low rate,
end we must find some new source to distribute tham in;
but before doing that the system should establish the rate
and lebt 1t be known that it will be stabilized sround that
figurs and kept low; then, i1f possible, educate the large
taksrs of credit, such 2s stock brokerage concerns, to
invest a part of thelr working capital in those bills,
knowing that whenever they have to make use of the money
it will not be subject to the fluctuations of the cglil
money markst, but they know they 2re goling to get the
money at a very low rate. Before that can be done, however,
the Fedsral Reserve coystem will have to promulgate s rate

~and keep 1% there.
Governor 3eay: But isn't that practically done now?
mre Adleson: Not to any large sxzxtent, because the
rates that are sstablished in the open market are too close

to the commercial rates. If we take the purchase of two

or threa hundred million dollars of benkers' acceptances,

in the Syatem, at what might be called an artificial rate

primarily,
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and then begin our process of =ducestion asnd sse if we cannot
educate them with our reserve position as favorable as it
is now--~ it locks ag 1f, if we are golng to attempt soume
education of that sort, the time is ripe for it now.

Governor 3eay: You might establish an srbitrarily
los rate without refsrencs to the real rats for credit in
the market.

wr. Adleson: That is the only way I see that it can
be started,

Governor rarding: 4inst do the banks pay in intersest
on deposits in your district?

wr. Adleson: Three and a half, and soae four.

Governor Harding: Then why should the broker put

his money in bankers acceptances at thrze a2nd a half when

he can put it in the bank and get three and z half for it.
ur. Adleson: I know, but when he needs money, and
the open markst rate is very high, he knows he can lijui-
date those bills at a low rate,
Governor Harding: He has a3 balance in the bank on
which he is getting three a2and a half per cent, and he can
liguidate thst, can he not?

ar, Adlsson: He oo uld do that, yes.
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Govsrnor seay. uidn't you, a little while
#psrisncs «ith a low open isrkst rate, wuich psrhaps
cated wmore or less artificslly, ons so low as to
are the wmarkst, so to spsak, and the s «2s no Ganand for
bills at such 3 ratsz?

Ths Chslruan: The facts are, whlle wr. Adleson may
not know it, thst the very plan or policy that you have
cutllned hss bsen follcsed or sucassavorad to bes followed for
2 long tiie aftsr 4e bsgan indulging in this matter of open
markat opsrations, iven last yzar--- I think w.pr, Case
will =grees with me on this--- our rates aere unjustifiszbly

oW, The rates current on banksrs acceplsnces were not

at all in hsmnony #ith the current uoney ratss, snd the pe-

sult was that the

banks to a much largsr

matter of fact,

depenasble source in shich these bills wuld find 2 inarkst.
The sawe thing is trueat the present tie to saus sxtent,
andl bslisve shst you would have us do is the thing that

we have been doing. am I not rignt sbout that, wr. Case?
wr. Case: I think so.

Govarnor Norrics: I think the susstion that Atlanta
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raises, raises in turn s vsry luwportant jusstion. It is

a large subject snd I do not want to start & ulscussion on

i1t unless the membars here want it, but that is ths fallacy

of having 2 uniform rate for all kinds of paper. I cannot
see the logic of it, that any reservs bank cthould not have
two or three rates for aifferent classss of pap er.

The Chairian: You fsel that it should have?

Govarunor Norris: Se

Tne Chairnsan: I s 4 hoped we had gotten away from
for all tims,

Governor Norris: I cannot ses the loglic of having
one rate for all kinds of paper nd all maturitles.

The Chairian: Unless you insist upon it, Governor
Norris, «#e will not 2nter into 2 discussion of that now.

Governcr Norrls: I do not insist.

The Chslrman: ur. Adleson, are you willing to per-
mit these toplcs to rest with the coumittee, aftsr what hss
been said?

ar. Adleson: Yes, wr. @nhalruan.

The Chairman: I assume that in dus
have 2 alscusslon here with rsgard to the dlscount rate

questicn 2nd tike rates current now. I do not belizve it
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for 2ll kinds of credit are entirely ocut of iine with
that rate. The call monsy rate has besn high. Until
last wesk the rates over the counter in Cnicago and New
York, miniumwe rate:, are five ps3r cent; rates current
.ere frow five to five and a2 half per cent. That wss true
in Chicago and New York, The rates on coumsrcisl paper
untll a few days ago, best names, were flve per cent in
both cekters. In the latter part of the week, 1f I am
not mistaken, wur. Case; those rates
comsercial paper miniliws rate I think to 5-1/4 per cent.

Govarnor seay: Have your :iscounts ased within
the last two #ceks?

The Chalrman: They are increasing.

Govermor Seay: Have they lncreased

two weeks?

The Chalrian: They did. They increasgesd with us,

materially. I think th3t was due, prcbsbly, to tax
transactions. e fesol it usually after the 15th, rather
than on ths 15th or before, s have ;iven careful con-
sidzration to this question of ratss in Chicago, 2nd we
fsel that the tims is opportune for 3 general advance in

the aisgcount rates for thes sntire & i I would 1like to
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see those rates fixed st 5-1/2 per cent. I am explalining,
now, my view, and the view of our board, that thsy should
be advanced. ur board hss not gone to the extent of
five and a half per cent, but I think that a good, strong
advance now, on the pert of the Fedzsral Reserve oystem,
would havzs a d=sira ble effect wupon those who are beginning
to use credlt too freely. I em just subnitting this mstter
for aiscussion here, 2nd 1f it is in ord=r 1 should iike
to have an sxpression from those prssent with regard to the
jusstion. In 1919~~~ and Governor Earding knows thils 2s
well ss I do-=-- in our district, at lesast before we were
called upon for crsdit, the member banks 1in the agricultur-
sl c¢istricts, used 2nd misused their own loaninz power
because of thistremendous speculation, largely in lands,
but alsc in wild cat sscurities, to sn extent that, I be-
lieve, 1f we had any way of measuring it, would make the
speculation in the east look like small change. de had

no control at that tiwe over the alsposition of credit that

came from the banks™ own lending power; but it

drove thoss banks lnto our bank early in 1920, sund at a
tliwe months before thsy should have come in. That situa-

tion does not mevail there now, but in other rsspects it
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seems to me, Governor Harding, the situation 1s very much

ike thse situation in 1918. Prilces are going up; credit
is being used in mbre volwie constantly, 3and I would like
to have an sxpresssion on that subjsct from you, Governor
Hardinz, 2nd from others present, bscause 1 think it would
be very interssting.

Governor Harding: I have besn unable, so far, to
gnalyze the credit movements in New England. They ssesm to
be rather peculiar. They do not ssem to have any rsgular
seasonal operations there, except in the rall River, New
Bedford and Providence sections, where textiles are manu-
factured. Tha banks there borrow more money when they are

buyling cotton than they do at otier times. The Boston

banks, in the last two'months, have expsrienced a dszcline,
in deposits.
/The banks outsids of Roston have increased deposits., A4 very

serious circumstance happened--- I do not knoi whether 1t
is 2 colncidence or an effect,--- but I observed within a
few days after our rate was lncreased, that s dozen banks
outside of Boston took up their rediscounts in advance of
maturity, and got a rebate to the extent of sbout ten mil-
lion dollars. They borrowed money at four per cent, and

when we put the rate st four and & half they lumumnediately
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pald ur I dc not undsrstand the psychology of it, but
that is what they did.

Covermor Balley: That is probsbly the margin they
were speculsating on, that half psr cent.

Governor Harding: But why shouldthey pay up in sdva nce
of maturity in the face of an 2dvancing smoney msrket?

Governor Bailey: ie had a lot of monsy sent to New
York to be loansd on call, and that 1s a disturbing Iasctor
alth us. I prssume they might have used it that way.

Governor Harding: So far as ths Boston district is
conecerned, we have a restraining influence, 1 think, in ths
labor situation. I have been unable to observe any dispo-
sition on ths part of the banks iIn New kngland to ovsr-extend
theiuselves, 4 good many people are looking with some con-
cern upon any tsndency towards 2 run-away market, because
they knoa #t is golng to have an effect on labor. The

American Woolen Company announced the other day an advance

of 12-1/2 per cent in ths w:gs scale. The textile opsrators

in the Fall River District have dsmanded a very substantial
increase in wages which the manufacturers have declined to
grant. A walk-out was threatsned the other day, but they

heve tided things over until the 15th of April, when they
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are golng to meet with the manufacturers agaln ana discucs
it further.

The Chairman: Governor Fancher, what do you think of
the rate situation?

Govsrnor Fancher: #e have noticed rsthsr an incrzase
in our borrowings on the part of our member banks during
the past fewn uwssks. Up to that time our loans had bsen
down to 2 low minimum. 4e think we can attribute it to
two causes, The raising of tie rate in New York was one,
possibly, and we believe that soie of the borrowings that
had been carrisd at the low rats caue back to us. But
I think the important reason for the incresase of fifteen
to twenty milllon dollars in our loans to wsmber banks hss
been the tax paying period. je ars very sctlve industrisl-
ly; our industries have been golng shead, many of them, to
capacity, yst the credit situation, generally speaking, in
the dis trict, is cowmfortable. The banks hsve taken care
of it, and we are not anticipating, so far ss @9 Can Ob-
serve the situation, any really marked demand upon our

credit resources in thes near future. our minimui rate

to larger bsnks 1s five per cent to best borrowers, and

up to the present ti.s we have notdstected an influsnce
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that would make it appear desirable to increase our rate.
That may change. I rather anticipate that the borrowing

we have expsarienced in the last two or three weeks will

to soue extent be lijuldated in the near future, that there

be .
will not/as much two wseks from now as thers is now.

The Chairman: G¥srnor Biggs?

Governor Riggs: The conditions in the Zighth vis trict
are very similsr to those outlined by wr. Fancher, We are
having a small dem2nd there. Qur iaerchants snd manufsc-
turers are all busy, Lvery tlme we have an ilssue of cer-
titficates they increase snd then go back again. A year
ago we had thirty millions in bllls discountable, and
Saturday we had twenty-five milllons., Last month, at this
time we only had fifteen, At this time of the year we ex-
pect our loans te go up, and they wlll continue to go up.
Personally, I havse not clscussed it with our board, but I
do not see any occasion for anmy raise in rates now, I
think it would disturb the country matsrially. If you raised
the rates to the extent that you have suggssted, it would
scars everybody snd they would think dangser wss shead.

The Chairman: Governor Fancher, you do not fear s

mis~-use of credlt facilitles bescause of the disparity
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bztween ratss, with a gevaillngz rate of four and a half per-
cent as against a rste onse-hslf to one~fourth highsr for
cousiercisl purposes?

Governor Fancher: I have not detected any «uch in-
fluence, It 1s a matter that is always 8 llve tople at
a meeting of the EZxecutive Committee and of tne Board, and
was given s good deal of discussion last week; but, as I
say, w%e have not as yet a-tected any inilusnce.

Governor Calkins: In so far as our district is con-
cerned, there hss been no considerable change 1In the rscent
past. ie¢ hsd an increase in rediscounting by the city
banks, which was partly due to ths tax psriod, and 1s not

important in sny sense. There has bzsn, as yet, practic-

have hzld fairly level for soius tilue.
considarable incrsase in the near future, which w
purely seasonal. I think probzbly the same situation pre-

vails in 3ll of the tuelve Fed ral rssserve ulectricts, ap-

proximately the same, but I do not think that snswers ths

juestion which it seems to me the Chairman intsnded to
indlcate, and thst is shether ths sxpansion and particular-

ly the comnltments of business at the pressent time, do or
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do not Indlcate another burst, and wmy own opinion is that
there are indlcations that 2re uamlistaksble that we are
going too fast z2nd too far, which of course neans that we
will have to come back, and that is tle most important
question that this confsrsnce will have to discuss, the
gquestlon of general increase in the rediscount rate.
That 1s s pertinent question znd is, in my opinion, the
vital question that we hsve or will have before us. In
regard to the rsc:nt incrsase of one half of one per cent
in New York, Boston and san Francisco, it szems to me
that we meet this situation, which is not at all new, snd
which has bzsen referred to by Governor willer: That a
rate increase of one-half of one per cent, with no =xplana-
tion as to why the lncrease wss made will naturally and
inevitably cause ths people to ralse thz -uestion why

such 3an increase was mad=z. If that 3dvance was mads in

order to check a dangerous tendency to sxpansion, it was

not surficlent for ths purpose. If you want to call it
a gesture--- a very popular word thsse days--- thse

was not suificlently iwportant; It was a very weak,
doubtful and hesitating gesturs which the public did not
apprehend wss of any p rtieular significance. I think

o

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




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

70

the juestion that vie hsve to consider 1s whether 2 rate
increase, s reasonable rate incrsase, 1s called for at this
tiie. If there is no reason for it, snd if we csnnot give
a reason for 1%, we csasrtainly should not sarbitrarily sit
here snd say that we ought to have a rate of five and a
half per cent instsad of four and 2 hslf per cent; but if
we must advance the rate materislly at this tlue there
should be some basis for thst sdvance, somethling more than
the mere feeling of the Governors here that there is some-
thing in the air that justifiss it,

The Chairmen: If I understand you correctly, you fesl
there 1s someihing in the air that doss justify 1t?

Govermor Calkins: 3 40,

The Chsirman:  Governor Norris, what is your opinion?

Govermr Norrls: ue have = d some lncrease, julte zn
appreciable increass, proportionately, in borrowing by mem-
ber bsnks, rscently, due, particulsrly, I think, to income
tax payments snd to soms shifting back to our district as
a result of New York's incregse. aaster is the sesson
of considerabls 11 uidation with us, so that 1in the early

part of next amonth, I rather eipect to sse these borrowings

go down.
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But I think that ths enormous sxpsnsion in credit in
the last year has been made possible particularly by the
lijuidation of frozen loans. That process 1s now all over,
and L thlnk If business goes ahsad there will be, sftar the
iwldule of Aprll, a very considerable increase in borrowing
froin us. Thst 1s the condition in our district.

I noticed, a2bout two wesks ago, 2 discussion of this
subject 1n a newspapsr, which struck me as so very good
that I read it to our Bozrd. It coincided with thelr
views and, as this is a gensral discussion as to the whole
country, I would like to read just a“few paragraphs of
this, The coument grew out of ths increase 1In the New
York rate, It 1s headed, "The Controlling Factor'.

"The wirect and controlling factor shich csused the
Fed .ral reserve bank to ralse the rats wss the outsids
money wmarket. Action wss forced upon the bsnk, willy-
nilly, +hen, ag2inst its rate of 4%, tne rate for businsss

paper in the open umsrie t went to 5%, dhst extracrdinary

circumstances existed that =would lzad thz central institu-

tion thus to consent to "hold ths bag! for tle monsy
markst? Certainly none st present. Ir comnerclal paper

rates in the martket now firm up to 5-1/2% or 5—5/4% it is
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concelvable that the Fsd:=ral Reserve bank msy raise it s

rate to 5%, even sith, say, a 90% reserve ratio,

“48 rsgards the second of w21l Street's fsllaciss in

the cass thers is no evidence of asn over-extended ersdit
position, or that the Federal recerve action was dirsctad
sgainst it. 48 8 matter of fact, tall Strest “cuts very
ittle 1ce” in the credit situation today. Its

+2,000,000,000 brokers' losns are inconssjuential beside
the 60,000,000,000 of sscurities listed on the sxchsngs,
The call monsy rate, too, has long since ceas to be a
eriterion of crsdit conditions. 4all Strest 1s not en-
crosching upon the banking credit of the country, nor is
it threatenlng ¥ed:rasl reservs resources,

"PRODUCTLON AT CAPACATY,

‘It is the co.wnercial demands of the country thst
have besn encroachning upon the creditsupply and this hss
found sxpression in tte coumercial paper rate st this and
other centers, driving it well above the bank rate, when,
by 2ll ths tenets of sound banking, the latter should bse
higher. Production is at, or close to, capecity and that
industry has bsen finsnced through o dinary banking chan-

nels, without rescourse hzsretofore to the Fed:ral resserve
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banks to any material extent, is tke reason for relativsly
firm money markst ratss accoupsnied by high Pedsral Reserve
ratios.,

"That ordinary banking facilities have been sble to
finance rising industrial actitity is one of the phenowmensa
o the pressnt sconouilc situation. In adaition to sone
hesitancy that still exists auong the banks of the country
to seek accoiwodation at tke central institutlons, undount-
edly an Lmportant factor hss bsen the ligquidation or former
frozen loans, But nioney msrkst rates indicated that the
time was spproaching shen couwissrcial demands would cause
member banks finally to go to the redisccount counter of
the reserve banks.

S0k UNLELCOLE CUNSE 4UxNCES,

"For the Fed: ral reserve bank to encourage resort to
its rediscount facilities abt thils time by non-protective
methods would bring sbout unwelcoms results. Production

being prectically at capacity, sn lncrease in the credit

supply would inevitably cause 2 sharp rise in prices.

Trnis 1s the snswer also to the measure of re._sntment
sed that the Federal reserve should now sesk to shut

huge potential credit supply based upon the j1,000,000,000
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of gold contributed to the country's monstary stock since
the deflation movement of 1919.

“In other words, to allow the full potentisl credit
sxpansion in the Fed:ral reserve system to take place, so
as to cause the ressrve ratio to fall to 40%, where it uent
in 1919, would cause a price uphsaval well nigh dissstrous.

t . - .
"It 1s no idle remark by certain F:deral reserve 2uthor-

ities that #s should regard our kuge gold stock 2s more or

less in ths nature of s trust. It is quite possible that
Europe #ill bsgin some day in the near future to draw soms
of this gold away from us. Indeea, sterling is already
pointing that way,

“Those who sre advocating unbridled use of our present
eredit facilitiss should pause and consider what would hap-
pen if we bullt up a huze credit structure, forced up prices
so as to encourage foreign selling on thls markst and then
bougat about an undarmining of that structure through the
inevitable withdrawals of gold for sxport.

"During the past year 777 leading banks 1n ths
country lncreased total loans and dis ©unts +722,000,000,

and obllgatlions to Fed.ral reserve banks only 67,000,000,
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In othsr words, 91% of tine trads expancsion hss bsen financed

out oi their oun resources and only 9% by loans froum Fedsr-

The Chslirman; Do you feel, Governor Norris, that
condiltions now are such 3 wsould Justify or demand consider-
ation of an advence of disccunt rates?

Governor Norris: 30 rar as our district 1s concerned,
I would prefer to walt until sowmstime in ths lattsr part of
next month, first, to szs whether the waster liguldation,
vhich I anticipste, oc-urs, snd, secondly, whether the im-
mediate s=xpansion which I snticipate against that occurs.

The Chairmsn: o you feel that shsn the time coumes
that ths action should be unliorm?

Governor Norris: £ v wmy own feeling is that
within 2 month «& w%ill be rignt up sgasinst the propocition.

Governor Young: ..r. Chalrmnan, winnsapollis is one of

the districts which has not enjoyed thls expsnsion or pros-

perity. A rate with us of four 3nd & half, or five or

five and a half or sven six or six and s half or 2as high
as seven, is not much of & dirsct psnslty upon ths member

banks in the agricultursl snd livestock sectlions, because

they gst elght, nine, ten snd twelve per csnt. A very
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pscullar feature of this ic that sven with a four 2nd a
helf per cent rate our zdvsnces to msuber banks have gons
down, down, and aown. On march 15th they were only
216,000,000, In the last couple or aezks the Twin City
banks havs come to us on sccount of tax payments, asnici
are only teiporary, snd tlere may be soms SXp: in this
country, but not much in souie lines. I thlink this whole
qjuestion sized up is that the unfortunate condltions thst
d-veloped in 1919 ars too fresh in ths minds of many psople
to permit of a repetition of thoss things at such sn 2arly
date. I think you will havse to gzt a new gensration of
banksrs to get benkers that will expand 3s they did during
that tiue., I o not think tnere will be any in our dis-
because too uwsny of our banksrs had too wany
sleepless nights,
he Chsirinan: Your views in th# regard are :nt
with my oWn, Governor Young. I do not beslleve we nssd rea:
a racurrasnce of tkre conclitions wshich you sncountered snd

which we encountered in ths agricultural uistricts., Our

sxpsrisnce Wit h regard to lijuidation has been similsr to

yours, and I think ¥ reflescts the conaltlon #with regard

to sgricultural indsbtedness sv-rywhere. Nevartheless,
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thsrs 1s a tendsncy in other directions to overdo, appsr-
ently.

Govarnor Young: In so far 2s the Ninth vistrict is
concerned, I wlll say that there is nothing in the situation
Just gt the moment that will alarm our psople. Or course,
whether we raise our discount rats or not will dspend en-
tirely upon ths action taken by the other reserve banks.
we have found that credit flows where it is sasiest and
cheapest, a2nd if the other banks raise ths price of it we
have got %o raise withln twenty-four hours to protsect our-
selves, I should regret very much to sse money incrsase in
cost st this tine. our banks have secured liguidat ion
largely through the flosting of faria mortgages. I do not
think lijuidation 1s coumlng outbt of ﬂ1e_crops. During 1919,
1920, and 1921, the price of money was so high that it was

almost limpossible to float farm mortgages. AS money eased

up & little blt the farwu mortgages‘were flostad, and thsy

are now golng in ..lnnesota at five pesr cent. Banks that
have accunulated have simply transfsrred thenm to ths insur-

compe nies and lnvestors, where they belong. That hsas
eased their situsation.

Governor Harding: iiould a iceisber bank give a man the
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same llne of crzdit, knowing that the man had his propsrty

mowtgaged, that they would if he diun't have 1t mortgagsed?
Governor Young: In 1921--- I do not know that you

susmber thils, but it is a fact--- during the seeding
perlod, the swuner period, snd the harvssting period, the
Fed=ral reserve bank of winneapolis iuade no advances at sll,
Instead of tnat the advances went down. The same thing lep-
pened in 1922, Thes difrficulty in our district 1s just
this. The people are siraid of ths banks in a grest msny
sections; they heve sold their crops, secursed the cash and
sre carrying it in their pockets; they hsve surficient
seed for the coming sssson and they are afraid to be caught;
they ar< afraild to dsposit wsith the bsnks. They want the
money. a8 this situation eases they will get over that
feeling snd will redepcsit agsin. If money ratss get
pretty high in the east it has an indirsct sfrfsct upon our

banks out thsre,

The Chalrmsn: ar, Case, what 1s your opinion?

wPs. (Case: sr. Mairuan, ths dlrectors and oificsers
of the Fed'ral Ressrve Bank of New York are watching the
cr=dit situatlion, I think, at the present tlize mors closely

than we have st any tiue during the past year or two.
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1 s2id 5 few minutes ago that ahen New York, ons of tne
thros banks which raised tne rate to four snd a half psr
cent, rsised ths rate, we lost within two weeks
»112,000,000 of esarning assets 8snd, incidzntally, psrhsps
twsnty or thirty millions of securities that we sold to other
banks. Taks one bsnk, ths First National Bank, which
very fragusntly runs agsinst the tlds, znd whlle ths other
benks, tha big city banks, wers off our books, they were
borrowing up as high as 100,000,000 sgainst Governnent

securities sclely. ihen we raised our rste thiey imw.ediate-

ly begsn to pay off, and when I left, a wesk ago, thsy

were gown to about $30,000,000. There h3s bz2en sbundant
evicsence of inerezsed sctivity in business, but I fsel, 2s
Governcr Young sna others haves said, that the wmeuory of
1920 is too fresh in the mind. of our msrchents 3snd mesnu-
facturers, as #ell 28 in the minds of our benksrs, for them
to run into any such psriod ss they went through then.

Yie have baen reviewlng very carefully the financial
statements of the cowsusrcial concsrans, snd the new state-
ments, 3s they are coming out now, as of the end of the
year, aneress two ysars ago they showed tremendous inven-

toriss, you will find, slmost without exceptlon, that they
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are living rrom hand to mouth. None of thke concerns have
big inventories, That is the great factor for safety
in the situation st the moment, and I think we all fsel
it must not be permitted to gst out of bounds. Let us
take this operation of warch 15th, as rslated to money con-
altions. The Tressury has celled in froia the iioney market
two hundred mililons of dollars., They took up from the

ral ressrve banks fifty millions in certificaetes and res-

dzemed notes, That money came from the money umarket.
wr. Gilbert told nme yesterday he had 2 balance 1n the
Federsl reserve banks today of upwards of 2 hundred million
dollars, ;105,000,000, snd tnat on caturday it would prob-
sbly be ;130,000,000 or +140,000,000, 2nd that «+lthout any
111 effect on the money markst. #200,000,000 have been
pulled in within ths last ten days or thereabouts, without
creating any great distress. No#, hspplly, ths Treasury
Department Is counitted to s policy of paying the going
rate for money. They 40 not undertake to curb the actions
of tne Feusral reserve banks in raising rates. I do
think, however, that the Fedsarsl reserve bsnks have s rsa-

sonable obligation to see to it that when thsy do chsnge

thelr ratss they do it at a tilme thst is neither immediately
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after an issue of csrtiricatss, such 2s nou, without ziv-
chhance for redistripution, or L.msciately prior to a
In other words, I want to point out that if
were to wait, perhsps until april 15th, it would bs 2
month after ths present sale of certificates, snd 3 month
new 1ssue. In othsr asords, thers will be 3 nsw
issue on .8y 15th; that se would have to take 3 lock at
those transactlons and make any chsnge we ware
make scusuhere in bsatus In:iuentally
June 15 opsrstions. 350, laokirg shead,
going to ve in the msrkst for large amounts of noney, and
1 Jdo think ws should ceonsicder any action that we pronose to
take in the light of their trau.actions, because we have
got s pretty sfficisnt machine in the menber banks in dis-
tributing these sscuritiss, 3na wWe we be csreful thsat
our rats sction doss not lsave thsm i -upsRith s Iot ot
loy rate securitiss,
as I stated s moment a8go, .r. Cisirwsn, New York is
watching the situation very clossly. Wz f=el that it
bs neecessary pressntlys-- 1 think ths officers
possibly around the micule of April--- but

g very careful look zt the situation, but they consider that
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the most opportune tiue to mske 2 change 1f ons should be
nscessary,

soueone spoke about tae call wonsy markst, ascod I

think it might be intsresting to the Governors to give them

of infomation, Just bafore I cawe away we had
a llttle talk with the presicent of the Nsw York stock
Clearlug Corporation, and he pointed out that within the
last thres ysars thers had been nearly four nbillion dol-
lars 1ln sscurltiss listed on the New York Stock Lxcnangse;
thiat thsy had gone up frow twenty-ons to twenty-rivse bil-
ilions of dollsrs, snd I think we ought to be careful to
recognize thot soine of thic dsfistion that has taken nlace
has besn largely s rerunding of obligations, Armour and
other concerns had seventy-five or a hundred mlllions float-

end 2 large part of 1t has not been li-ui-

dated, but it has besn refunued, znd of course the increase
of securitiss on the stock Zxchange rejuires 3 larger
amount of money to finance it. The stock mxchsnge loans
auring the past yzar or tusereabouts, have gons sbhout double,
from one billion to two billion, half of that money caalng
from outslde of New York,

The Chairmsns I suppose the amountof money on call,
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or in the market, =28 you express it, is as high or aprroxi-

matsly as high, 2s st sany point in the history of the
Exchange.

wr. Gase: s, it is; but of course, in making the
statsument, when you consider that that incrsase of
billion dollars--- I fsel tnat if 2 rate increase is neces-
sary it w be haly » psrhsos, parhaps not nsczssary,
but helpful, if some little educational propsgsnda, along
the llnes expressed by Govermor Earding, could be institut-
ed. They have besn educated to 1look st the total resassrvse
ratio. If sowms little educational statsment that we might

agree€ upon here, to be linproved upon by the Federal Reszarve

Board, could be issued, it would be very desirabls to do it

in sdvance of 5 rate increass.

The Chairiman: I sssume that thse New York banks are
advising caution, sre thsey nol?

ur. Cese: Yas. 46 should not lose sight of the
fact, however, that our big New York panks are finanecing
out of their own rescurces, and 2re not calling on us for
practically 2 nickel, unless they hawe gone up within the

last few days. I think when I came zway the Bank of Coum~

merce, which uses us very freely, just as thsy would any
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otner lustrument, wss borrowing ten or twslve millions,
but the & hsr banks, such as the Chase and the Guaranty-
gompsany, and the Banksrs' Trust Cowmpsny, are 211 off our
books,

The Chsirman: I gessuiwe thst the New York banks are
throwing out sords of caution to thsir custowsrs, so that
they #ill not cowe to a situation, which you say you do not
believe thers is danger of, snd that is of surplus inven~
tories and sverything of that sort,

mr. Case: I shcould hope they would nct cone to it.

I should think thers was too much coimon ssnsse among ths

merchants and msnufacturers, as well ss banksrs to lume-

alatsly fall into that condit ion again. But there is no
qusstion but skat our Iabor is fully employed, end produc-
tion 1s really 2 hundreq

Govsrnor Fancher:  wr. Csse, ars you advised as to
the amount of outsid: monsy that is loaned on cs3ll in
New York?

wr. Case: Yes, just about 2 piliion dollsrs.

Govermor Fancher: About half the total?

wl's $ase:: Aboubthalf. roughly, you can slways

carry that in mind. It may be 45 or 1t may be 55 per
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Governor rfancher: So that the dsmand back howe, at
rates batter than ths call rate, would taks a very substan~
tial amount of that?

wr. Case: Yes. Perhaps this is not the time to dis-
cuss it, but I do think that 21l the Governors of the re-
serve banks should nave a very intelligent spprzsciation of
the situstion that irf there 1ls 3 demand Ior money bscause
of 2 low rate, and ths other banks say that monsy is being
loaned on #all Strest snd insist on calling it back, the
burden is immsdiately thrown on New York aad you cannot
get away from it,

The Cnairman:

iith regard to that vsry point it must be borne in
mind that our bsnks in New York City are 3s aumbitious st
present as thsy have sver been In the past rfor businsss,
and that «withr sspect pe rticularly to ths bsnks in the
smallsr cities, institutions which put money out in New

York, that they aere oriered the services or tne HNew York

banks in the mstter of putting money out on cz2ll, 2nd the

sre invitsd to touch ths button st any tiie and csll on
them,

wr., Case: surely, and that is perfectly normsl., But
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ifall ths other KFedsral rsserve banks were to put pressure
on the meubesr banks, it would create a veryunhappy situation
in New York.

Governor C:lkins: I would like to ask you whether you
think the low inventory situation has gons far enough for
you to say that the larger conczrns of the country do not
show large inventoriss--~-

wPs Gase: Absolutely.

Governor Czlkins: I tnink that is not true in some
lines, and with some con:erns.

wr. Case: well, comparstlvely. We have a group
of thrse isen who sre folloulng thet very carerully. I
hed 3 long conference with thew just a day or two before
I caiie zaay. i€ have had scuething like 150 statements
come in which they have reviswed carefully znd conpsred,
and have said that thsrs wss nothing In those statauents to
frighten g They said that ths “scorchked cat dreads

dld not propose to get rigiht into the

Governor Cslkins: You get an zarlisr opportuaity to

e~

review those bthings than the rast of us, Do you know ahst

the situation in the sutomobils industry is in detail?
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Wwr. Sssey No, butl should think that that uight

possibly be sn sxczption st the moment-- ths sutouobile

Govsernor Norris: Bearing on the statement by ur.
Cese that "2 scorchsd cat dreads the fire“, I think I have
not iced this citustion. Jhen business couunznced to pick up
and prices commsnced to sdvance lsst fs1l, s great wuany

#ere afrald to plunge, 2nd ms couiltinents to buy

goods, Those who had the courage or the rashness to do it
have, in ths last six months, mads : ieal of monsy.
Those who did not have the courage ] 8re now en-
vious of thoss who had more courage or more foresight then
they nhad, snd they now have the disposition to juup in,

before the crsey 1is sll off. Qf course, there is no way

of knowing, but I would gusss that inventoriess at the =nd

of uarch are generally very much larger than they .esrs st
the end of Decauber,

Governor iicKinney: iir. Chalrisan, the conaitions pre-
vailing in the mleventh District sre somswhat similsr to
those obtainlng in the winneapolls district, ss relatsed by

Govermor Young. d ave secured our liguidation, though,

more out of trhe sale of coumodities than proczbly is ths
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case in his district, 7 xampls, our cotton crop was
seld for 209,000,000 more in our district laut yesr than
ths yeer previous, more than double the amount, and we have
sgeured some lijuidation in the mannsr indicataed by Governor
Young. Qur loans st the »resent time are only $17,000,000,
only $3,000,000 above the low water mark for us. I do not
think an increass in the rats in cur district would havs a
deterrent effect at all.

The Chsirman: Yours is primerily an agriculture snd

live stock district. How Go you stand with rsspect to rate,

ss comps red to Governor Young, who statss that tne rates
run anyshere from tsn per cent up?

Governor weKinney: I am satisfied they would run
right along with ki, and psruaps beat him in soie casss,
our deposits on the 3lst day of Leceuber, both member snd
non=-manibe r banks of thse Qistrict, were only 30 per cent
below what thay siere at the high watsr mark in the middls
of 18920, Neverthelsss the member banks of the district,
snd the non-members, heve probsbly profited by the expsr-
ience which has besn referred to hsre, and,thsrafore, I do
not think ve need in our d#rict to increase the rate to

restrain them from abusing the privilege.
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Governor Harding: I wondar if Governor .cKinney
would object to snaswering two or three juestions thst I
would like to ask him, If he does, I will withdraw thau,

Governcor iicKinney: I would be glad to answer them,
Govermr Harding.

Govsernor Hardlag: I would like to «now how msny banks
you have on the cspecial list, as comp red with this time a
year ago?

Governor ieKinney: de had, a yesr ago, pructicallly
g hundied bants ab the head office, on what we regarded

as our daily scrutiny list. At pressnt we have 45 banks

on that list, and of our total loans of 317,000,000 to mem-

ber banks, I approximate that sbout ten millions are to
thoss forty-five banks.

Governor Harding: S50 you only havs zbout seven mil-
lions from banks on the dally scrutiny list?---

Governor ucXinney: Yes, and a very intsrssting thing
‘is the fact that we are along in our plantin: s=2son and
yet the member benks ars not‘making any dimands. {2 havs
sttachad to the Houston Branch 140 banks. Cotton is up in
the scuthern portion of Texas, and yet those 140 banks have
used only s million dollars, exclusive of their obligations

secursd by governmant lssies.
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Governor Harding: Do you note any luprcvement in tie
bsnke on your daily scrutiny 1ist?

Governor jeKinney: Yes. de have been able to elim-
inste 55, and the rsmainln banks show substantisl luprove-
ment. I do not belisve, spplylng to our Gic trict slone,
that 1t would serve any useful purpose to advance the rate,
howesver, it 1s only fair to say, as Govermor Young hss
stated, that a four and a hslfper cent rate is & very low
rats, ss compp red to 2 similar rate in New York, when you
take into consideration ths rates charged by our member
banks, I belisve we have on c211 in New York from the
Dallss banks twelve to riftesn million dollsrs, which 1s
almost as much as our rediscounts.

The Chsiruan: Are thos s banks borreowing irom you?

Governor cKinney: No, not ong of theiu. DNone of

the city banks are borrowing a esnt from us.

ule. Adleson: %e have rsc:ntly reczived from the

tions
country banks in the sxtreme southern scc-/ some scattasr-

ing d=mands, but our city banks are bormw wing very littls.
They ars taking care of their decline, much of which repre-

the

sent & income tax psriod, by calling call loans. I under-

stand they have gotten them down pretty low. le do not
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anticipste any great dsmand for several iconths. The &sc-~
caleration in businese in our section isnot like that which
has occurred in othsr dis tricts. They are s0 very hesl-
tant to step out, £ #e woula want the rate lncreased
in cur section, we would llke to sse the sifsct of 3 higher
rate 1in sections that are affscted by the s=ccelerstion
which has slrasdy o:curred, thus driving basck te us = lot
of the loans that arse in those :=2ctlons, and then we can
tell better what zhould bs done with our ra ts.

The Chalrman: You would be in favor of 2dvsuncing

you rstaining your lower rate?

wr., Adlesons: for tkr ti.e being, yes.
Govarnor Balley: Je are iIn just apbout tke same Iix
as wilnneapolis 2nd Dsllas, I would .ay. e have got a lot
of call monsy loansd from our district in New York. Prac-
tically nc clearing houss clty has any monsy borrowed from
us. It is pactically =2ll from the ansll banks inthk

count ry. Je have incresssd our reuiscounts with the susll

country banks, which represents seasonal demsnds, somsthing

like ten million dollsrs in the last wocnth, and we were st
a low point then. I have talked to soue of the large

and thay do not feel that they sre golng to
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call on us for sny grest amount, but that the banks will
take care of th situation, and the small banks, the banks
with half a millicn or s million of deposits, are writing
for coumiercisl paper all tke tiue. Thers is a feeling
among the peoples out tlsre that they got stung so hsrd that
8 great many of them havsn't any ide> of getting easier
credit, but they ars trying to get out. It 1s more s pro -
position of getting out th.n it is of gstting in. AS wWe
used te say, they are playlng close to the tsble. That is
a2 thing that 1s going on out thers now. I do not think we
ected at all, other than to craate g suspicion

in the minde of psople that sowething was wrong up hars,
I have that suspicion now,

Governor ucsinney: In connection with the heavier

borrowing of the smaller banks, you give them individusl

treatment, rather than rsising the rate, don't you?

Governor Balley: Yes. Je are gelng to havs 2 sege-
sonal demand for cattle movensnt. de have great pasture
out tlzrz, 2ad we expect that ssasoqal dsmend.
way our msmwber banks havs improved wonderfully in the
aistrict, We have the scrutiny list prestty nearly wiped

out . Thsre are a féw banks that are going to gst through
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if we have a g00d crop--- if we don't, good night, e
have more faillurss. It wlll depend on the crop. In
sral way the financial situatlion in our district is vsry
sat isfactory snd we ars rignt comfortable.

Govarnor {alkins: You say the conditions in your
district are normal and cause no spprehension. dould you
say that you think the condition of the country 1is normsl?

Governor Balley: No, I do not m=an that 1t is normsl

in our country, but I say that there 1s a restrlcted feel-

ing,thét the fellows ars not golng ocut on the 1lilub 2galn,
85 Governor Young sald, I don't belisve.

The Chsiruan: Govsrnor =eay?

Governor sSeay: ur. Cheirpian, the situstion sssms to

show
be julte healthy, or st lsast to/very remarkabls recup ra-
tion. I think any increase in the rate would bz premature
and very hermful ard cculd not be justified, Thezre are
two very good and substantisl rsasons for the ilncreased
se of credit., One is the Increased sctivity of

and when I say that, I meaﬁ a legit imate increase; the
other is the increase in prices. Construction prices, raw
uaterials, 2nd so forth, have incrsased 1l or 12 per cent,

or something of that sort, which in itself slways absorbs s
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larger amount of credit. It seems, thersfore, that we would
nave no ground for raising our rates, except upon apprehen-
slon, and spprehension is a vsry poor resson Ifor ralsing
retes,

Governor RBailey: If you sdvanced the rats to 5-1/2
per cent out in our dis trict the little country banks would
close up; they would be scared tc death.

Govesrnor seay: The activity is to a considsrable ex-
tent seasonal, snd for tnst reason it takes more money,
That knowledge justiriss to thes fullsst sxtent the argument
advanced by the Fedsral Reserve Bosrd 2nd the Federal re-
serve banks thsat noney rates vwere nnt cnntrnlled by the

Federal Reserve banks, but .ere contrnlled by the demand

fo r credit und capital in the open market.

It is that demand now, and a
legitliate demand, I believe, which is raising the rates o n
co.qierzial paper, and the raising of thoe e coiuiercial rates
has not resulted in throwing any unusually heavy
the Ped:ral reserve banks. #hen there 1s activity there
2lways will be 3 certsin usgres of spesculation, both in
commodities and naturally in securities of those activities

which have sscuidties on the markst.
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Now, goling back to January 10O, and takins the Board's
stateuent, which I sent for for tle purpose, you will rind
that the total earnings 3sssts of the rederal reserve bank
They sre ,1,154,000,000 now. OF
change in the nsture of those
I ©ind that their bills discountsd were
230,000,000, and they ars '.nly ..278,007,000 now; but that
is & trifle,
The Chsirmsn: Liguidstion hs sen lsrgely in govern-
securities,
Bills bouzut in the open markset,
2220 ,00 2ng 237,000,000 now, 5 diirerence of
#12 5,000, 000. That makes about 60,000,000, which is s
msre bagatelle. Of courss there has besn considsrable
1i uidstion in Govsrment obligztions, 2nd trers has bhsen
some slignt increase in our gold holdings, but you cannot
justiry, by taking 2 comparative statemen

rsserve banke, 2n increass in rate 3t the present tine,

Chz2lrisan: Not based on the demsnds upon the

d on tius d-iwands upon the

system, no,
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But bzsedupon the obsesrvation of prac-
ally 21) the vsriasble credit outsice ths system, and
based upon the gsthering momentunm,

Governor seay: As long as it rewsalns so, yes; as
long as, in your judgient, there are indications, rather
than gpprensnsions thst d:mands on the Fedsral reserve banks
are going to increase largely, then I do not bslisve that
you would be justifisd in rsising your rate, certalnly to
that extent, wr. Case wsntionsd soiething about the figures
sho#ing incressed uses for monsy on the Stock EZxchangs,
which has had a grest revival in spsculation. He is per-
fzebtly right in saying that 17 all the Pederal reserve banks
cshould s¢ingle out those institutione which might be lending

money on the stock Zichange snd call 1t, that 1t would

create an unfavorable condition. It stikes me that to s

certain point it is not the particular concern of the
Federal ressrve banks whst the member bank

its monsy. It 1ls sluwaysthe concern of the

bank #h3t an excessively borrowing bank is doling with its
monsy; but the reasonable use of money by 3ny borrowing
bank I think is within their discretion. There w2s one

thing that absorbed the extraordinary amount of credit in
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this country before, 2nd that w3s the activitles of the
argsr banks, I do not care so much sbout the intsrior
ountry banks, bscause, in the sggregate, they would not
abtorb such an axtrasrdindy asount of crzdit; bult thers is
no rsason for bslieving that the larger banks hsave not
learnsd 2 lesson which they could not forget in this short
time. Their przsent activities shouw that thsy do remember

2 I noticed in ur. .arburg's sddress before the

Acceptance Council 2 little while back he takes the posi-

tion that the largsst snd proudsst banks ought to resort
to ths Fedaral reserve banks only 1ln cass of necesslty;
that ordinsrily they ought nct to be borrowing, 1 balleve
that the largest =znd proudsst banks have slmost soume to
thst conclusion, I do not think thers is snything in the
posi ition of the Fed:ral réeserve banks that could afrord
an zrgwient that could bs sustained for sn sdvsnce in
discount ratss at this tine, In my Judgunent it would be
prewature. I do think that it would be 3 very wholssouie
thing if the Governors of the banks would get togsther
more than once every six months snd tslk about this pro-~
position. The situation is such that 1t justifies thelir

coming togsther 2t least svery sixty days to exchange opin-
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overnor Harding: I would liks to sdd Yo my remarks
there isn't anything in the Boston district upon whic kL

we might predicatse any a2dvance in rates, so far 9s the dis-

trict itsslf 3 ; only one large trust

company that is disposed st times to weke d.msnds that ap-
perently would bz regard:zd ss too heavy.

I wag =dvised ths situation ss soon 3s I went to
Boston, and made it my businsss to familiarize myself with thst
business. I had it 2ll tabulastsd 2nd sxamined the rsports
angd so rorth. an sdvence in rates would not have any ef-
fect upon tiat concern st all, A1l ths other rates would

advanced parl psssu, so I w@ant to the president of that
bank & few days ago, and showed him whet inicrustion I had,
what information I had sbout his business, 2nd +.ked him
why he was in so stesdily. He remarked that he found it
exp3nsive to be a meuber of the #ed.ral Ressrve bystsm,
and zdmittsd, practically, that he was rediscounting for
thhie saks of profit, I d=licately advanced some vieds to
him 3nd [ do not anticipate any trocuble with him whatever,
because I told him I was going to watch his deposits,

watch his gensaral business, and whensver hls line got out
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of proportion I w G 2 ze with particular care his
offerings, 2nd s« 5 hey «ld not get excessive.

Governor Seay: Thers is one other thing I would like
tc say, and that 1s that the city banks in our district

complainsd that ths rates havs besn so low that busi-

has not been prorfitable. They have not bean 3bls to
make & great deal of money in the psst ten or twelve ionths.
They are vsry gled to have any pretext for advancling rates,
I can rsccll when sowe of tLQ larger banks lo.usred tls rste
to four pserceut, we exchan ed with scie of our
city banks, 2nd they vsntur: press the hope that thst
acticn sould not be followsd in our bank, that it might pro-
duce ertificially low rastes ana damands irom tie ir custouers
for discount ratss to shich thsy Jere na entitled.

The Chairman: st intersst rate do your city banks

on bank deposits?

They pay approximately 3 per cant,

That is the g:neral rate, is it?

[<=]

Governor Seay: Se
Chizirman: And on ssvinge, whst do thesy pay?

Govearnor seay: Not over tiree psr cent on savings.
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The Cusirman: I think this discussion is interesting

and wlll bs helpdul in what may come later. I acknouledge
tliat

I was surprised mt the views expressed by Chiesgo, which e x-
pressed the viesws of our board, w«ere not in hamuony with
these excressed gensrally here. I would tske it frou
Governer sesy's remarks thst he feels we nsad have no con-
cern becauss of the increasin, sms2d betwssn ths golng rate
snd the Fedaral reserve bank rats. That 1is interssting,
but I &2 not agree with him on 1it. However, gsntlemen,
it is now five minutes after one, snd unless tkere is ob~
jection, the Confzarence will take a3 recess at this time

until 2:30 o'clock p., m.

(¥hereupon, at 1:05 o'clock p. m., a recass wss taken

until 2:30 o'clock p. m.)

E S 3,
The conference reconvened, pursuant
reczss, 23t 2:45 o'clock p. m.
Tha Chairman: The confsrence will s come to

ord-rw,

The following teslegram has been preparsd to be sent
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“auarch 26, 1923.

“Benj. strong, kEsq.,
Cragmore Sanltorium,
Colorado Springs, Colo.
Conference has rejuested me to send you this expression of
the cincere rsgret of the Govsrnors sssewbled in Jashington
that your 11l health pr svents your attendance. A1l miss
you and hope for your speedy and sfrective recowvery.
J. B. wcbougal, Chairmsn.”
And the followlng tslegram hass been prepsred
sent to .ir. Harrison:
Ysarch 26, 1923,
Gsorge L. Harrison, Esg.,
Union Protestant Infirmary,
1514 Division Strest, Baltimare, ud.
Conference rejuests me to send this expression of sincere
regret that 111 health prevents your att=sndance. Governors
extend sympathy and hopé for your early rscovery.
J. B. scuougal, Chairmsn."
Governor Young: ur. Chairman, I wish to resport that

the Fsrm Loan Bosrd will be very glad to mset with us 3%
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10:30 o'clock tomorrow morning.

Case: I would like to say that Under-secrebary
Gilbert would like to iuset w«ith the Confersnce soue time
when it is convenient.

The Chairman: I suzg st that the Secretary communi-
cate with nr® Gilbert snd tell him we would bs sl2d to have
him at 2ny time othsr than tomorrow morning, st which time
we mest with ths Farm Loan Board.

Now, gentlsmen, the next toplc on the

(d) Rebates of discounts.

That 1s submitted by hicmimond.

Governor seay: mr. Chairian, tke resolution or
rscomisniation eubraces both the argument and the conclusion,
I think,. I will read i;.

“That the Dolicy of granting rspates should be uniform
auong the Federal reserve banks; that it should not be the
regulsr practice of reserve banks to grant rebates; snd 1if
and #hen rebates are granted, thers should be some good rea-
son ror such sction and the bsnsiit should accrus to tns
customer of the mamber bank; that rebstes should not be

mede on membser bank obligations (except on obligations

secured by Govsrnuent bonds, when the bonds are sold prior
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to maturity of the obligation); that rsbates c¢n redi counted

paper should be granted only in casss whe re such psper is

snticim ted by the unember bank's customer, nscessitating

repaynment of the paper in sdvsnce of maturity by msubsr
bank, and wherh the menbe r bsnks inake rsbates to such
customers; that shsn Fedzsral reserve banks grant rebstes
in such casss, the rsbate should be at ths rate st which
the pspsr was rediscounted, provided that rate wss not
higher than the rate prevaillng st the tiunie ths paper is
pald, in which case rebate si be made at the rate
prevailing.
reoates has couie belfore ths
Federal recssrve banks and ald come before them very ssrly
in their organization, and while I zannot find that any
conclusion was sver srrived at, nor that any ruling by the
Beard, in so far ss 1t lay wsithin the w ovince of the
Board to make rulings, wss sver given, there did arise an
understanding, as I recall, snd what 1s recited in this
ecomuendation was the undarstanding arrived st.

I £ind that the matter was submitted to the federal

Reserve Bosrd, snd if you will look in the report of the

Board for 1915, you will find that the language of the
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counsel of thes Bosrd 1s that 1f and when rebates are granted
there should be some good resson for such actlon, and the
bensfit should sccrue to the customer of tre meuber bank.
That was the position taken at that tiue by the Board, and
it hss always been undsrstood, I bslievs, that in cases
where we were ssked to rebate papsr which nad been antici-
psted by ths customsr of the .wcubsr bank, that we msde the
rebate to save the bank from loss.

Durlog the war there grew up the pactice; when the
banks were greatly expanded snd the rescurces of tie Federsl
rescrve banks aere fully loaned out, of sllcwlng the bor-
rowlug banks to anticipate, slimost at their plsacsure, perti-
culsrly with obligations sszcured by Govermmesnt seecurities,
The matter hes coine bsfore us several times recsntly upon
comp laint of some of ouf member bsnks that have been in-
formed, so they write us, that member banks in otier dis-
tricts are able to obtain rebates st their plessure; that
they were allowed to rebate at will, and that the Federal
reserve bank hss maae full rebate.

Governor harding: The Bosrd has always taken ths

position that that was s matter for sduminktration in esch

bank rather than for a ruling by the Board. I can see no
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objection to having the same uniform practice sgreed upon.
if we can agree upon it in conferszsncse,

Governor Calkins: I do not think Soverncr sSeay in-
tendzd to say that the twelve banks havs reached an sgree-
ment ss to what the practicse should be, exc g general
way. If they ¢id rsach an agreament thsy violatad the

agreement at once, because there hss bsen no uniform prac-

tice, In my opinion. I disagree with almost sll included

in Governor seay's rssolution, excent that I zgree with him
nct
that banks should/be perinitted to withdraw rediccounts and

secure repates unless thesy had good reason te do so., Now,
the temu "good rsason® is a broad one. I also agree that
rebates msde should be at the sawe rate unless that rate
is higher than the prevallling rate, A good reason for
recalling redisccunts before maturity is the condition of
the bank. Banks' rediscounting facilities ars ror the
purpose of enablling them to maintain s reserve, If the
opsration of the bank brings on a concition whsareln the
bank has an excessive reserve and wishes to recall re-
discounts, that is 2 good reason to do so, and it should
be permitted to do it. The suggestion is that they should

only be psr.itted to anticipe te mstiarities when the maturi-
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meat the situation st all. A man might have rediscounted
paper which ls anticipated, but which his customer did not
anticips te, and have othsr paper zhich 1t had not redis-
counted anticipsted, and be lsrt with very large reserves,
nd rrejuently 1is. think we chould taske ths neart out

of his resolution and say that we should not 2ccept anti-
cipation of maturity ezcept when tiere 1s good rs3sson for
it, which will leave it entirely in the judgent of ead
individusl bank.

Governor weay: wr. Cnairmsn, I was intsrrupted in
ths midst of my rausrks---

Govermr Calkins: I beg your ps rdon, Govsrnor Seay,
I thought you had finished.

Govermor seay: I hsd not fully stated everything I

intendsé to say.

one thing

be unliormity among th
not place me, necessarily,

everythin: that I put down here, but it hed tc ® .iie before

oy

this Conference for discussion, and in ordsr to do it it
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was necessary to state something, end thersfore 1
to state the different phases of the situation.
One thing I do believs to be desirable is that there
should be 2 uniform practice in this recspect among the Federal
I an prepsr=ed to glve 1ndependent judgment
redsral rsserve bank as to what 1s gooa and suffi-
cient reasson, but that thnere should be 3 varying practice
I do not think is very wholssoius. I recall that at our

last mesting this mattsr wss brought up by wr, mitchsll of

the Bosrd. It was not on ths program, but I rencnber he
4 o 2 3

st tnet time, expressed the opini: hat csrtsin practices

the Fsderal reserve banks aisplsysd lack of unaniuity,
that in his opluion &t was very desirzble and also, st
same time very essy, to brlng sbout uniformity. I am
not prepared to admit that in all prsctices it 1s possible
to bring about uniformity in the fedsral rsserve benks,
nor would I zrgue th: but I think this is 2ne in which
se might very well srr : 3 uniform conclusion. I doubt
the advisability of sllowing the msmbar bsnk to snticipate
at will,
The Chairman: vnat Is your mractice?

Govarnor ceay Qur practice has vesen what has besen
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describad. A very few of the Govsernors who srs hsre were
here from the bsginning. I do not think I am wrong in
saylng that vwhen this metter was discussed in the bsginning
the conclusion wes arrived at that i1f the member banks de-
sired to rebate, thsre should be & good reason for it, and
that its custoners shouldget the advantage of the rebste,
That was stated then, and stated dirsctly, I think, by wr.
Warburg who, at that time, was rsgardsd 2s the best infored
iLan on central banking practice. I remeuber he said it
was not the custom of central banks to resell their billss
it mas not the custom with central banks to resell their
bankers scceptances,---

Govsrnor Harding: I think we want to svold the theory
that the position of the Fed:=ral reserve bsnks 1t anszlogous

- to that of the central banks of Zurope. It is not.

Governor Seay: I want to avoid that, too, sir.

governor Earding: This is not s juestion of bllls;
it 1s 2 question of rediscounts to membar banks. I think
it would be very unwise for this Confersnee to put itself
in the attltude of asking the Federal Reservs Board for a
ruling on this mattsr, The Federal Reszrve Bosrd is not a

legislative body; it has the Federal Reserve act for its
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licsen snd can makKe rules snd regulations In conformity
with thst zct. To ask the Fed.ral Reserve Board, without

spegecific suthority in ths act, to rule, would bs 2

cles of legislation concerning the internal ope rations

mom

of the Fed.ral reserve banks ,hich ave expressly cnvered

in the urovisions of dectinn 4, and would, I think, te a
step in the wrong direction, would lead to other legisla-
tive acti~ns by the Board, which unuld get the Bnard and
probzbly the whole system into trouble. I dn not think
this is a matter that ought to be brrught to the Bnard
or that the Bnard mught to consider. hen I was on the
Bonard it .as breought to the attention of the Board several
times and I have been consistent in that attitude. it
the Federal Recserve Banlis can agree nn some uniform
principle, I think that 1s all they can do, and I think
youhave made & forward step.

Governor 3eay: It is far from my intentinon
the Federal Reserve Board to rule »n the subject. I have
always regarded that as the peculiar province ~f the Federal
reserve bsnks, and wheht I stated beiore I repeat nnow, that
there gre some pmctices of the Federal reserve banks that

Ithink should be measurably uniform, and it woruld be very
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desirable if we cmld arrive at a common understanding
on the subject. I did not desire to submit it to the
Board. I am very much opposed, as I sald before, to
centralizing the administration of Federal reserve banks
in washington or anywhere else.

The Chairman: I do not telieve you have ans iereqd
the question yet as tc whether or not you do rebate
interest on reguest, on rediscounts?

Governor Seay: Hot at the will of the member hank,
no, %€ do not. «e follow the practice which has been
sutlined here, snd we do not let a member bank anticipate
st will; but if it is paic t» the bank's customer, and
the bank mskes & rebate, we rebate to the menber bapk.

The Chairman: I am golng to ask those whnse banks

do make a practice of rebating atlireguest of the member

i
banks who want to pay in advancéf to signify it by rais-

ing their hands.

(Eleven of the Governors raised their hands.)

The Chairman: Speaking for Chicago, this matter was
very carefully considered in the early days and we reached
the conclusion that, not opec rating for profit, that w=e

should certainly accord the merber banks the privilege
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of paying in udvance if they uwanted to do so. Our plan
is, and it 1s s metter of record, at least om our minutes,
that we will rebate on regquest of member tanks, and we
rebate 4t the current rate of discount, that is, the rate
current at the time the request 1ls made. I do not think
we have suffered any evil results. I think i1t is impns-
sible, or at least it is impractical, Governnr Seay, tno
follow that thing through and take the responsibility of
determining that, when a rebate is granted, that the cus-
tomer gets the benefit of 1it. I do not think it should
be confined to such paper which we may have under redis-
coant, but I think the privilege should be permitted,

particularly because we are not in business for profit.

imong the commercial banks, and probsbly some of you know

more sbout it thah I do, slthough I remember something

about it, there 1is no uniform custom. Usually the bank
w11l permit paymeant in advanc e. It depends a gnnd deal
on the money market.

Governor Mchkinney: The vast majority of them rebate,
I think.

The Chaiyman: I know of one bank in Jhicagn that

has s rule under which they do permit the customer tn take
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the paper up, but they charge a slight fee for it, pos-
sibly a half of one per cent.

Governnr Bailey: In the commercial banks I am iInter-
ested in, it depends on the customere. If it happens to
be some fellou I don't care anything about I don't give
it to him, but we always rebate to our regular customers.

I believe this thing would restrict the rediscounting by
member bsnks, snd I believe what we want to do is to make
the banks feel gond natured toward us.

Mr. Case: T think it would tend to drive some bor-

rowing by small banks into the big city banks instead of

coming to the Federal reserve banks. I have had the
sountry banks say to me time and again, with respect to
. thelr Few York cnorrespondents, that all they have got to
do is to get on the uire, call the tank .und ask for a
oredit of 150,000 on demsnd, which gives them the right to
borrow for a few days and pay off when they 1like.
Governnr Fancher: 5 ut stamping the nnte.
Governor Calkins: They d~n't even have to do that,
¥r. Case, but they leave instructions to draw 2gainst the
sceount whenever theve is a balunce worth while.

Governnr >Seay: ;e would have no nbjectinn uhatever
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to following the practice which is uniform among the
Federal reserve banks, but I am quite sure I am correct
in saying that in the early history, when these bllls were
of fered to us, ue did not permlt our member banks tn take
them back at their will. So far as I can recall, that
is what we have stated here, and if you will :o back inﬁo
the history of the discussions that have taken place ynu
will find that what I have put down here was the practice
we adopted.then. Of course, if conditions have grown
up in the various banks making it judicious or wise tn
adopt a diffc.rent practice,lthat is perfectly sgrseable
to us; but these are things that were done in the early
history of the banks, when we had a few bills and did not
1ike to part with them when we got them.

Governor Fancher: The proacedure outlined in the
res~lution was the procedure followed in the early days

and continued until the banks began to bnrrow freely from

us, during the war period. Then we walived the restric-

tions as to rebates, and ever since have allowed rebat.s
sny time they wersc asked for.
Governor Seay: If that is regarded as gond practice

and desirable practice, we are perfeetly willing to con-
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form to it; but I believe it is desirable there should
be & consensus of copinien to that effect. I believe it
was eleven to one Just nowu. I am perfectly willing to
conform to it, =nd that will meke it unanimous.

{After further discussion.)

I will make a motion that when 2 Federal reserve
bank grants a rebate the rebate should be at the rate at
which the paper was rediscounted, provided that
rate was not higher than the rate prevailing at the time
the paper 1s paid, in which case the rebate would (be-
1ade)at the rate then prevailing.

The Chairman: «e have folloied for a long time the

policy of rebating unearned discount nn the basis of the

current rate, and in the long run I think it wor'ss out

well.

Governor Fancher: You rebate at a higher rate than
your prevailing rate?

The Chairman: 268, 0 and we have not suffer-
ed from it at all.

Governoyr Harding: For the purpose of ascertaining
the sentiment I will move the question.

The Chairman: Governor Seay, will you restate your
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mntion?

Governor seays The m~tion is that when Federal re-
serve banks grant rekates the rebate shnuld be at the rate
at which the piper wus redisc~unted, provioced that rate
w28 not higher than the rate prevailing at the time the
paper was paid, in .hich case the rebate should be made
at the rate then prevailiug;

The Chairmun: I could nnt vnie for that.

(There sere calls f»r the guestinon, 2nd t motion,
having been auly secondea, was carcied.

The Chairman: I .ould have to be recorded as voting
sgeinst that and in favor of rebating at the current rate.

Governor Biggs: I w111 vote uith you »n that, lir.
Chairman.

G-~vernor liehinney: I .ould like to inguire  hst
you w#ould do uith partial payment? Do you accept partial

payments and rebate the interest?

Governor Bailey: <€ make adjustments on that.

Mir. Case: n this matter that Governor Seay brought
up, we all agree that it is desirable to have uniformity,
eand I think Governor Seay has very nicely given 7ay to

the views of the other Governors with respect to this prac-
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tice, and in view of the fact that there were ten here
who voted to follow the practice nf rebating at the rate
at which the paper was discounted, or, 1f there is-a lower
rate, at the lower rate, 1 am wondering 1f you would nat
be willing to come along with the rest of us, Ir. Chairman,
and have an absolutely uniform practice.

The Chairman: I should like to dn that, but there
are some questions inveolved there; I do not know what
they are, but they came up at the time we were fllowing
that practice and caused us to change our plan; and con-
sequently, as much as I regret it, I would not be able to
vote with the rest of the Uonference on that.

Governor Seay: I am gquite sure that the thing 1is
somenhat twisted in your mind, Mr. Chairmsn. It seems so
logical and forceful that I cannot imagine a reason for
contrary action, and I cannot imagine an argument which
would support the position you take, if you will pardon me.

Mr. Case: If you discounted fifty million dollars
of paper today at four per cent for ten days, and tomor-

row you should raise youf rate to 4-1/2 per cent, you would

permit a bank to rebcte for nine days at 4-1/2 per cent,

and then come back the following day?
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The Chairman: No.

Mr. Case: That is just where I think you have it
twisted, Mr. Chairman.

The Chairman: I say, as the result of operating
under our plan there has hever been any abuse of it; vwe
do not tolerate it.

Governor Seay: If it is done at all it is an abuse.
It seems to me you are paying them for the privilege of
harndling the paper.

Governor Harding: I tkink the Federal Reserve Bnard,
under its authority to approve discount rates, would at

least take jurisdiction over this phase of the guestinn,

and I think they would make a ruling on that subject, as

to what rate should be allowed the bank recelving the re-
bate. I think it would be very proper for the Board to
agsume jurisdiction over that phase of it.

Mr. Case: It should not be at a higher rate than
the race at which it was discounted; that is the whole
point. The ilew York bank, under our present practics,
has rebated whenever requested to do so, and rebated at
the rate at which the paper was discounted or the advance

made, except when rates have been reduced since the paper
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was discounted, and then the rebates are made at the lower
rate.

ir. Adleson: Don't you have criticism from the
merber banks on keeping that extra half of one per cent?

Mr. Case: #bsolutely not. That is the custom.
A commercial bank wlll diseount paper at six per cent, and
when rebate is reguested they will rebate at four, fre-
quently.

Governor Seay: I can recall when it was the practice
in some of the reserve banks to retain one per cent in
the beginning.

The Chairman: I think you are right about that. I

believe in uniformity, but I do not believe it is abso-

lutely necessary that we have unifarmity in everything;

I fall to see anything brought out of this discussion which
indicates that anybody has ever gotten into trouble because
of lack of uniformity in this questlion, and I am not in a
position to state that we will be willing to go along

with you on that, because there is a feature involved thee
that, while I am not informed zbout it now, I am sure a
question did come up and we settled it in this way.

Governor Calkins: Originally the Federal reserve
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banks refused to permit any banks teo anticipate maturities;
they were adamant on that point. Since that time they
have learned a good deal by experience, and as a result
of it they have changed their views and come to the view
that has been expressed here today. de should reach a
conclusion in regard to this metter, ad that cnnclusion
should be unanimous, and I can see no reason whatever for
ingisting on the rebate at the current rate. You are
liable to be taken advantage of in every way, and you can
not ke if you reverse the prncess.

The Chairman: I do not anticipate any trouble at
all and I will ask that my vote be recorded as stated.

Governor Harding: I think we should ask the Board
for a ruling on that, because it is related to the dis~
count rate, which they have to approve.

Governor Calkins: Their ruling will unquestionably

be in favor of our position. They c¢ould not rule other-

wise.

Mr. Case: Do you want to present that matter to the
Federal Reserve Board?

Governor Harding: I do. I move that it be refereged

to the Federal Reserve Bonard for a ruling on the rebate
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propos ition.

Governor Fancher: I will second that.

The Chuairman: vhat is your motlon?

Governor Harding: That the question of the rate at
which rebate should be allowed be reforred for adjudica-~
tion to the Federal Reserve Board.

The Chairman: I thought I understond you to say that
that question should not be put up to the Board?

Governor Harding: I said the general yuestion of
whether they should allow rebating was a banking guestion
and not fo r the board; but here is a guestlon intimately
connected with the Board's statutory authority to approve
discount rates.

(Discussion followed,' and Governor Hurding withdrew

his motlon for the time being.)

The Chairman: Thuat brings us to topic (e).

{e) Repurchase agreements in connec-
tion with rediscounted pap er.

That was submitted by Richmond.

Governor Seay: I would like tn ref: r to our exper-~
ience when the stamp tax law was passed. It was intimated
to us then that paper might be taken from member banks,

under a repurchasing agreement in bulk, and I believe that
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we were, perhaps, the first Federal reserve bank, or
among the first banks te instiute that pmctice.
“e have found it has now become the practice of all city
banks to discount with us in that way. It was at a time
when our resnurces and loans were gradually expanding and,
looking ashead when the time would come whenwe would be
still further extended than we were extended, and we
thought we would not have sufficient paper in proper form
to enable us to rediscount. The bulk paper -ie had all
came from the city banks in that form, and of course it
was for the purpose of avoiding stamp taxes on their obli-
gations. we think it is bad practice from a good many
points of view, and one of them is this: It dnes nnt
engble us to keep track of the guantity of paper we have
of any one borrower, and if the Federal Reserve Bonard
should ever rule upon the proper interpretation of the
sord "borrower" and should take a view contrary to the
view expressed by a majority of the counsel of the banks,
that the word "borrower” means the maker of the note, then

I think 1t would be impossible for us to keep track in

our liability ledgers of all paper of any oné borrower

that we had. #e kmnow the member banks themselves are
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accustomed to taking paper from merchancs and granting
credit on the endorsements of those who own the paper and
offer it to them; they do not keep liability ledgers to
show the quantity of puper that they have of any one name.
I do not see how it is possible to keep liability ledgers
in a way which will keep track of the paper that will be
offered 1if we were to accept repurchase agreements in any
number, and it should come to be a general practics.
iie, therefore, do not believe, under the provisions which
permit member banks to borrow on fifteen day's time, on
tills receivable as conllateral, that we should take that

paper in bulk and give a fictitious maturity to it and per-

mit them to borrow in that way. ve are opposed to the

repurchase agreements.

Governor Calkins: It appears to me it is lmpossible,
under the provisions of the law, to refuse to permit the
menber banks to do that. The only thing you could do is
to impose a penalty in the shape of a stamp %2l nn the
member bank's note. The law prr~ides they shall redis-
count any maturity, not exceeding fifteen days, with exact-
ly the collateral you are talking about, and the only re-

strictive provislon is the requirement of the stamp.
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kr. Case: And that mskss the rate pronhibitive.

Governor Galkins: Exactly. In other words, you are
taking away by indirection a privilege granted to the mem-
ber banks by the Federal Reserve Act.

The Chairman: with instruments of that character,
Mr. Case, do you not require the member banks to execute
their own notes?

¥Mr. Casec: Ho.

The Chairman: You take them in bulk?

Mr. Case: ie take them in bulk, for the period
agreed upon, five, ten or fifteen days.

Governor Seay: Do they give any obligation to take
them up at a specified time?

Mr. Case: Yes,' they give a memorandum or letter.

Governor oSeay: Have you had conunsel pass on the
question of whether or nnt that agreement to take them up

at a specifiexq time requires a revenue stamp?

My, Case: Yes, our counsel has passed on that.

Governor Seay: Our counsel has taken the position
that it would require a revenue stamp. Has the matter
been passed on, to your kmowledge, by the Commissioner of

Internal Revenues?
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Governor Harding: I took it up informally with M
Roper, and he said it would not require stamps.

Mr. Case: The brokers in New York tnday b rrow
stratght loans and do that very thing.

\The Chairmen: I would like to inguire how many of
the Federal reserve banks do make advances in the way that
New York makes them, against bills receivable in bulk,
without the execution of a note on the part of the bnrrow-
ing bank?

Governor McKinney: we do not.

Governor Balley: we do not.

The Chairman: we do not.

Governor Sesgy: ge do not.

Governor Young: ie rediscount and permit rebates.

The Chairman: what action do you want with regard

to this toplc, Governor Seay?

Governor Seay: s consensus of opinion of those
here. That always has great welght with me, the consen-
sus of opinion.

Governor Fancher: it i1s our policy inh the centers,
to take long time paper under agreement to purchase at

a shorter time, within fifteen days, say, and I would say
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that 60 to 65 per cent of the barrouings of those cities
are done in that way. That practice has been so thor-
~rughly established that you could not very well disturb it.

The Chairman: I have stated that we do not loan
money in that way. I think I am right about that, and I
do not think it should be done. I believe we insist
upon taking the member banks' note when they borrow zgainst
maturities of that sort. However, Governor Seay wants
an expression of oplnion as to whether it is deemed
advisable to continue that practice.

Governor Seay: I would 1llke tn call attention to
one thing before asking for an expression of opininn on
that. I think we all agree that the tendency is tnuard
relying upon the credlt of the bank and not upon the elig-
id 11ity or gnndness of the paper offered by the bank,
because, under that plan, you uwon't be able to keep track
ot Does any bank assume teo keep track of liability

paper offered in any one day?

Governor Fancher: That is exactly uwhat we do. e

take the paper and run it through the lines absolutely;
we post it out and pnst it in; we apply the same tests

to paper offered for fifteen days that we do to that offered
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for discount, because oftentimes the same paper will be
nffered at the end of fifteen days for discmunt---

Governor Seuy: You pass the paper through the ligbil-
ity ledger?

Governor Fancher: Yes.

Governor Seay: You are quite positive of that?

Governor Fancher: Yes.

Governor oeay: Is thet the pr .ctice in Kew York,
¥pr. Case?

Mr. Case: Yes.,

Governor Fancher: To bring the matter to a conclu-
sion, I move it is the sense of the Conference that
advances under repurchasing agreements extend a facility
to which member banks are entitled, and which they shnuld
not beé p recluded from using.

Ky. Case: I second that motion.

(The mntion, having been duly secnnded, Wwas carried.)

The Chairman: The next topic is 1 (f), interpreta-
tion of word "borrower" in Sectinn 13 of the Federal Re-

serve ALcot.

Governor lorris. There hasn't been any opinion by

the Brard's counsel as yet, has there?
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The Chairman: Hoe. Ido not think =z».

(ifter discussion:)

Governor Calkins: In order to save time, I offer
s mrtlon thut thHe Federal Reserve Board be requested to make
& ruling upon this question.
{The motion, having been duly sesonded, wWas carried.)
The Chairmen: The next topic is 1 (g),
(g) Desirability of maling eligible
for digscrunt sight drafts with
bills of lading att ched.
I think that has been disposed of by the .ot of Con-
gress.
Governor Harding: That is covered by the new law.
The Chairman: If there 1s no actlion necessary on

that we will pass to the next topie,

Lisbility of Federal Reserve Banks
for securities accepted for safe-
keeping, where knnwledge exists that
they are property of someone other
than menber bank from whom accepted.

Governor Mehinney: Dallas submitted that topic. .ie

have had a good many bank failures in onur dis rict, and in
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the course of liguidatinn of thnse banks we have develop-
ed & great many legal juestions that perhaps haven't
shown up in other districts more fortunate than ours.

‘e have followed the pructice of issuing trust receipts
to merber banks in the past for government securities,
shere we were on notice that the securities really be-
longed tn customers of the member banks. «e& have reached
the ¢mslusion that .e have some liability, possibly, and
alsn that it is bad practice generally. e had a case
some months ago where & member bank left (80,000 worth of
Liberty bonds wuith us; we issued a trust receipt in
that partiocular bank's name, uithout anything being put
on the receipt to indicate uhnse bonds they really were.

.ithin our kmnuledge, ho.ever, an iancdividual in Dallas

: gL ; s R
had & s~rt of equity or claim ageinst the bonds, the xom

3 3 ¥ 3 S B 1 o
per bank w.thdr.-w the bonds and snld them, and subse,uent
ly failed. That individual now asserts a claim agalnst

sresenting the difference 1n the

&

ne for sbout 4,000, re
price of the bonds at the time they were left with us
and the time he says +e unlawfully gonverted them.

In addition to that we have had a great many menber

banks ask us to keep bonds for municipalities and c¢ounties,
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where they udvise us at the time that they belonged to
those sutoivisions of the government, and, z8 a matter
nf fact, aside from the legal liability, we folt we were
not called upon to perform that service, znd that upon
redelivery of the bonds we might incur some liability,
esp ecially in the event the bank was clnsed after the re-
delivery, we having kmouledge at the time of delivery
that gomebody else had a right to those bonds.

;e had still another case where a menber bank failed
and at the time the bank falled they had presumably.in

+heir own pnssession 77,000 worth of Liberty bonds

belenging to the city in which the bank was located.

The bank failed and the city made inguiry of us whether
we had ever had the bonds, and fortunately it developed
we haa not. 4Apparently their idea was if we had had them
and had delivered them back to the bank, knowing their
orwnership was 1in the c¢ity they ould probably have tried
to have held us acoountable for delivery back to the baank
that was, in our knowledge, insolvent.

Our theory 1s that the right to depnsit bonds or
money with a Federal reserve bank or with a cornercial

bsnk does not necessarily carry with it the right to with-

2
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draw, and I wWanted to find out from the menbers of the
Conferense what they thought with reference to nbligations
of that character, where you had lmowledge that the securi-
ties did not belong to the merber banks offering them for
saf e-keeping.

The Chairman: The only way to get that information
is to g0 around the table.

Governor Bailey: w6 have no such condition.

Governor McKinney: If you are nnt on knniledge as
to ownership you might receive some securities from member

banks.

Governor Balley: we receipt right straight to the

bank, and 1t has never been drawn to my attentlon that we
have had a case of that kind.

Governor Seay: #e do not, with knowledge, recelve
for safe keeplng any securities that are not the property
of the bank offcring them. we do not think 1t is good
practice, and we think i1t interfcres with the safe depnsit
business of member banks, and e think it is subject to
risk.

The Chairman: Does that extend to Government secur-

ities?




Governor ceay: #11 securities.

Governonr Harding: I do not know of any case nf that YW

sort that has sver come up in Bnston, certainly nnt uithin
the last sixty days. If it snould, we would either
decline to receive them, or uwe would issue a receipt

under uhich the parties at intercst would have to agree

to the surrender.

Governor Fancher. I do not recall such a
tilon arising in the Bank of vleveland.

Governor Biggs: i do not recall that we have had
any. If se did have any we would refuse to take them.
we are not situated to take them. e haven't the vault
spage-.

Governor Calkins: I do nAt recall any such instance,
but I think it is > to say if securities were nffered
to us with information that they were not the property
of the hank oifering 1 H€ would decline to accept
them; but if we have not that information we are not
chargesble with liability.

Governor dNorris: “€ only extend the safe keeping to

seourities nuned by the member bank depnsitar. If we knew

that anybody clse owned them, we would deocline to accept
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~

them. ince this gestion was put on the program by
Dallas, I directed that there be added to the frrm of re-
ceipt that e  ive for securities the words "“ihich are the

property of this bank".

Governor Young: .¢ uccept securities for safe keep-

ing from member banks only, bat I am satisfied a great
number of thnse belong teo customers of the banks. I
never had thisguestion brought up before.

Governor HoKinuney: In those cases you «@nuld not be

Govornor Young: Sh, yes, I think we are on nntice.
8 uaye Minneapolis and S5t. faul are
lot of hold-up men; bank r~bberies are common

out there; the banks in the country have small saf-s
that do nnt amount to very much and can be easily broken
into, and we have simply cdone it to help protect our member
benks. In addition to that we have banks depnsit Govern-
ment securities with us for state treagurers and township
treasurers, znd things of that sort, and that receipt goes
right to the state treasurer.

Governor lMcKinney: Do you think that 1is a service

you are cuthorized to perform?
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G-vernor Young: I ¢n not knou :hether it 1s or nnt,
but it 18 a conaition out there that 1s & pretty bad thing.
.6 may be urong about it, but the question never caze to ue
before. «& have experienced npo difficulty with it so far.

.€ ernsulted osur aitorney <bnout it. I dn nnt knoi nf

anything in the law that would prohibit us from =zccepting

that stuflf. For instance, . tonk the other day---I do
not knnv who it belonged to--~- 80,000, of the money that
was stolen st the Denver Liint. That is in our bank now.

Governor Bailey:

Gnovernor Young: Oh, it has been sent doun to you?

Governor Bailsey: Yes.

Governor Young: Lt any rate, the Secret Services
men came in; they had to acepnsit the money some.here.
They wanted to keep thnse bills to use them as evidence,
and te tnok the money for safe-keeping, giviaz the Jchief
nf Detectives in 5t. FPaul a recelpt for it, subject to
his order.

Governor Seay: That was az special case, of course.

Governor Young: Yes.

ie would not think of taking securities

from member banks shere they are the pr-perty of their
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I have here a long legal opinion from our cnunsel
upon it;' I uon't read it, but he makes the pnint that
shere the bank is a gratuitous bailee its responsibility
rung only for :ross regligence; where it recelves com-
pensatlion 1t is responsible for ordinary negligence.

Then -he goes on to say that it uould seem the ederal re-
serve bank has the right to receive proaperty of that kind
in trust frr member banks for their customers, uithout
any obligation to inquire .s to the terms of the

Of course, if the member bank violated the terms

trust and the Federal reserve bank had knouledge

such violation, or if the bank profited in any way for
such vinlation, it =ould be liable, but otherwise it ap-
pears not.

Mr. ..dleson: e do not knnuilngly accept securities
that belong to any one else.

Governor Harding: If Gavernor MNekinney +mld have
his counsel look up the .labama Reports I think he would
find that about ten years sgo a case was tried by the

Supreme Court of . lashama which invelved some of the prin-

ciples that he has laid down. It seems there was a bank
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thet received for safe keeping from a custemer certain
securitiese. That bunk turned over for safe-kseping tn
ennther tank and told the bank to take gnod care of them,
that they iuere not theirs, and although they put that bank
on notice, they did nnt reveal the name »f the customer.
However, they did have nontice that they didn't belong to
the bank from which they received them. Then, later on,
the small tank went back to the larger tanl: and asked for
the sgecuritles, stating that the customer .anted them,
and they were surrendered. Still the larger bank did
not knouw the name of the customer. Then 1t turned out
that the small bank made improper use of those securities
and the nwner »f them brought sult ag.inst the larger bank
and the courts, all the uway through, took the position

that the nwner nf the securitics was not damaged by the

lerger bank, because he, himself, had picked nut the small-

er bank as the custndian of his securities, that the
smaller bank had put the securities with the larger bank
and that aftecr the smaller bank received them bek, sno far
a8 the nuner sas concerned he wus exactly in the same
pogition as though those securities had heen locked up in

the vaults of the smaller bank allthe time.
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Governor Bailey: I would like to ask ihether it is
¢ ustomary for the Federal reserve tanks to take any kind
of security from the member bank. we have confined our-
selves absolutely to Government bonds and municibal bonds
lately. (e are not taking any nther kind.

Governor sSeay: There was a time when we came into

po ssession of securitics, put up as collateral by a member

bank for Government depnsits, and when those deponsits
were paid off we were left :ith many of these securities
on hand, and have continued to hold a number of them. ‘ie
do not, hoiever, invite promiscunus securities. e have
it understond that we will zccept government securities,
and if there are nthers nccasinnally sent to us, we do
not decline them or scnd them back.

Governor ¥Young: e take znything.

The Chairman: I woﬁld like to have She Gnvernors
indicate by vote thnse tanks whish take securities nther
that Government securities.

(The count indicated that eight Governoers voted in
the affirmative.

Governor Calkins: e came into possession of every-

thing by resason of the fact that the banks depnsited all
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’al

grrts of securities I~r Government depnsits, and ue took
them -nd held then.

Governor ilorris: .mald you take them,nov, anyhru?

Governor @wlkinsg: o sir.

Governor Bailey. e advertise that we will take
Government «nd municipal bonds, but that is as far as we
w04

The Chailrmans: In Chicago we take negotiable securi-
ties nuned by the banks. -e take s signed certificate to

the effcet that they are nuned by the banks, and we have

recently issued a bulletin which contazins the provision

that the Chicago bank :ill be responsible only for the
same diligence that 1t .ould use in caring for its oun
property.
(«fter further discussion:)
¥p. Mosinuey, do you uish any action on this subkct?
Governor licKinuey: I think not, :ir. Chairman.
The Chairman: Then we will pass to the next one.
Governor vase: Belfnre passing to the nsxt toplgc,
there is one matter that may be of Inte.-est to the Govern-
P Doun in Hew ¥York :e do hnld miscellanenus securities

‘or member banks. +e recently, after very careful con-




138
sidersatlion, have declined to execute ~rders for member
banks f~r the purchase or sale of stoalks. ie have abso-
lutely discontinued that practice. ;e buy or sell for
them Liberty bonds or maniclipal bonds, such as are eligible
for collateral, either fnr loans or in the .ar Loan depnsit
account, but we will not execute orders for the purchase
or sale of stnck. e have discontinued that. ;¢ have
found that ue will be usked to execute an order tn buy or
s€ll a thousend shares of Maricopa ~il, let us say, and the
person for uhom ue did it would say, ":ihy, the Federal re-

serve bank is the purchaser of this," and so we got out of

That questlion was discussed here at

length some time agn, cnd I think it developed that the

benks, generally, swere not doing anything of that sart.

Governor Horris: I would like to ask lir. Case if
he refuses to accept orders for the purchase nr sale nf
bonds?

Fr. Case: Lo--- I said Liberty bonds and municipal
bonds, but 1 am urong about that, but we dn not cxecute
ordeére for stnck.

Governor dorris:  ue will exeoute an order for the
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purchase or sale of any securlty that a bank would be lilke-
ly to invest its own funds in, but 4e do nnt accept orders
for stock or speculative bonds.

The Chuirman: The next topic is (i),

(i) Importance of ew York Call
Loan Market.

¥r. Case: I think that 4as touched upon this mern-
ing during the discussion of the credit policy. I do just
want to point out that today the call loan market emplnys
two billion dollars of money, one billion of which comes
from banks located in the other eleven Federal reserve
districts. I am not holding a brief for wall Street, but
I do feel, and have felt at times, that there was a mis-
understanding shout the importance and desirability of the
call loan market. .hen we stop tn consider that during

the past three years, during the period of so-called liquid-

ation, there has been a tremendous amount of refunding, so

that the liguid securitles have gone up from 21 billion
to 25 billion dollars, we must. keep in mind that that is
a very important machine for melting aonwn, 1if you please,
frozen loans, and it is merely that we shnuld all have a
sympathetic understanding of the importance of the call

loan market and not pursue crastic methods if presently we
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get into a little blow and the demand for credit increases,
because if it isn't treated in a reasonable way, it can
causeé gquite a flurry in the financial centers.

Governor Buailley: L think most of the call money in
our section of the ccuantry is lent therebecause 1t is the
best market, and to maintain an equilibrium and to be used
as a convenience.

The Chairman: The call money market dnminates the
open market rate for money. I remember a long while ago
a committee was appninted charged with the responsibility
of investigating the feuasibility of doing away with the
call money market and establishing in its place something
else.

Mr. Case: That was referred to the :arburg asmerican

4Lcceptance Cnuncil, and they never made a report. The

fact of the matter is that it is a very hard nut to crack.

(Discussion followed on this subject.)
The Chairman: Let us proceed to the cnnsideration 8

our next topiec,

(j) Credit statements of holding
gsorporations. Should statements
of subsidiary companies be required by
Federal reserve banks?

Governor oeay: I would like tn read a memorandum
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which was prepared in our bank on this matter, which is
as follows:

"Frem time to time during the last few years our

' TR a .
Credit bLepartment has had more or less embarrassing situa-

tion with reference to the paper of certain cnrporations
arising out of the fact that the statement of the harrow-
ing corporation did not disclose the trie assets and liabil-
ities of the corporation but Wwas made up by combining its
assets and liabilities with the assets and liabilities of
nne or more Iindependently chartered corporations known as
subsidiary companies. In some cases the information is
given that the parent owns all of the stock of the sub-
sidiaries. In other cases, it has only a partial nwner-
ship.

Under these circumstances, it is manifest that the
borrowing corporation may be purely a filaamté~enrpnration,
with no liguid assets of its own, while the subsidiary conr-
prrations may hnld a surficient amount of liguild assets
to make the crnsolidated statement reflegt a satisfactnry
excess of quick assets over current liabilities. Since
each cnrporation is acting under its own charter, they

are independent persons before the law, and the assets of
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one of the subsidiary companies could not ke held in all
cases for the Hebts of the borrowing corpnration. lore-
over, when the parent corporation is dning all of the bor-
rowlng and for the purpose of making advances to subsidiary
corporations, you camot estape the conviction that the
paper of the mmhxidizmy parent corpnration comes under
the following description gqunted from Regulation 4 of the
Federal Reserve Bnard defining eligibility: "It must not

be a note, draft, or bill of emchange the prnceeds of which

have been used or are to be used * % % #* for the purpose

of lending to some nther borrower."

In addition to this crnsideration there are, in our
o pinion, many objections irom a credit standpoint. Sup-
pose the psrent corporation has borrruwed a considerable
sum for the purpose of lending to subsidiaries B, G and
D, while subsldiary 4 nwns the quick assets which gave
p roper cnlor to the ennsnlidated statement. +hat ceould
prevent the parent corporation from bnrrowing additional
sums and pledging as cnllateral the capital stack of
subsidiary 4% This, if done, would, upon receivership
glve a preferred claim to the sesond class of lenders and

deprive the first class of all the security which they had
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relied on in lending to the parent corporation ~n the

consolidated statement.

In January, 1919, Governor Harding »f the Federal

Reserve Board zddressed a letter to ir. Tremun, Deputy

Governor of the Federal Reserve Bank of ilew York, in which
this subject was reviewed and in which Gnvernor Harding
wrote:

"From time to time the attintion of the Board has
been called to the present custom of a number of large
corporations of submitting to banks for use as a basis
of credit, financial stutements with or witheut an .udi-
tor's Certificate, showing the condition of the parent or
principul corpnration only, without refe -.cnece to the inter-
cnrporation accounts or bank loans and nther indebted-
ness of its subsidiary corporations.

"Such statements are incomplete, and if credit
grantors are to be fully advised, the Brard believes that
the infermation submitted shruld include a cnans~lidated
statement of parent and all subsidiary corporations in
addition to separate stateuents for each suksidiary com-
pany."

+hile zhe prohlem vias apyurmached in the letter gunted
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from a different angle, it is perfectly clear ihat the
Board expressed the opinion that theFederal reserve bank
was entitled to have, and in fact should have, not nnly
the consolidated statement but separate statements »f the
subsidiary enrprrations. In our opininon the Federal re-
serve bank should undoubtedly have at least the separate
statement of the borrowing corporation showlng 1its assets
and ligbilities, «nd showing alsen its stnck hrldings in
nther or subsidiary corpnrations as stock investments.

we have had a number of experiences during the last
few years, in which an insistence ugon complcte informa-
tion has caused us to change materially our attitude
toward p aper offered, upon presentation of the cnmplete
information, und we aré inclined t~ the opini~n that Feder-
al reserve banks shruld refuse tn rediscount puper

x e 4 after « reasonsble tire has been allouwed iIn esach

case, proper information which will enable the bunk tn
determine the eligibility of paper nffered and 1ts accept-
ability from a credit standpnint is refused.

Seven years ago our credit files comntained very few

borrowers' statements of any descriptinn. There was a

very general feeling at the time that satisfactory informa-
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timn cruld not te obtained in anything like the majority
nf cuses, and the banks would be seriously embarrassed 1if
they were required to agk borrowers for statements to be
submitted to the Federal reserve bank. +hile our policy
of requiring staterents was developed gradually and dipln-
matically, it was nevertheless dGeveloped with firmness.

In the case nf any given btank, when we felt that sufri-

cient notice had been given and sufficient time alloued

in which the bank cruld proncure borrniers' statements, we

began declining to take the paper unless acanmpanied by
satisfactory credit information. 4s a result, w@e have

in our files tnday so:ething like twelve or fifteen thous-
and borrowers' statements, many of which reflect c¢onditirns
year after year for several years.

. have had cases involving cnnsnlidated statements
in which the parent corporation, upon our refusing to as-
gept their paper without satisfactory informatinn, has
furnished us directly a«nd confidentially with 11l neces-
sary information.

It is true that nther Federal rescrve banks are ask-
ing for cnmplete infnormation in many cases. Ulevertheless

they are taking paper of a nurmber of corporations having
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subsidiary companies in spite of the flat refusal of the
corporation to sive proper information. It has been urged
tn this connection that the Robert Marris 4issnciates is
engaged in educational work slong this line, which it is
hoped will eventually result in a change of heart on the
part of some of the larger corporations. How gan we ex-
pect theRobert Morris 4ssociates by expressions of apin-
ion to fight our battle for us when se ~learly have more
power in a day to accomplish our legitinate object than
they could expect to exert in years? The demand for
crmplete information before advancing money on the paper
of any particular borrower is thoroughly reasonable, pro-
vided, of course, the borrower is given reasnnable time

in which to collect and furnish the infrrmation. Failure

to require it under reasonable conditions in any parti-

cular case muakes 1t exceedingly difficult to obtain it

in other cases, und the known practice of one or more
Federal reserve banks of first asking for information and
then acting without it must of necessity put nther Federal
reserve banks in a very embarrassing position, not nnly
with reference to cases in which the paper involved cir-
culates 1In several reserve districts at the same time but

also with referencc to cases confined to single reserve
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we think it would be a step towards a very desirable
end if the Federal Reserve ®ystem would take the position
that when a corporation of that character, which offers
its paper over the ccuantry generally, offers paper to the
Federal reserve banks, that the banks shruld require from
that sorporation a statement with regard to its subsidiar-
ies. In the case of srmour & Company, whnse last state-
ment iIndicated what the situation would te after consolida-
tion was accomplished, shows that it is impossible for us
to take the paper of that corporation except upon the
general theory of its high standing, and seo forth, and know
what you are doing, unless you get the stat:oments of the
subsidiary cerporations.

Inasmuch as we require very complete credit informa-
tion from other smaller borrowers, I do not see why we
shomld not take the position that the Federal Reserve

System shmuld require In the case of either large or small

corporations, whose paper is ~ffered to it for discount,

credit statements which will enable the bank to have a
com.rehensive view of the financial situation of the com-

pany, and you cannot get that view, in the case of hnlding
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corponzations, without statements of their subsidilary
companies. Because a company is large and has high
eredit we do not think a sufficient reason for making it
an c¢xception, and we should like to see, 1if there is any
unanimity of opinion ~r v.sion taken by the Feceral reserve
banks, that such statements as they see fit to call for
in nrder to psrfect their credit information, sh~uld
either be furnished by the corporations sihich are asked
for them, or that it be given out that such paper .is not
ntherwise acceptable.

Mr. Case: In Hew York it is our pructice, and I am
reading from a memorundum furnished by our loan department,
when the faots clearly demonstrate that the borrower 1is
purely a holding company, not engaged in direct operatirms,
jts subsidiaries being the actual operatlng crmpanies,

not

to decline such paper on the ground that it is/issued for

business purposes «nd therefore is nnt eligible for redis-

count. I think it is very desirable to pursue the cmurse

you suggest and have complete statements, not only of the
parent but of the subsidiary company as well. I dn
think, however, if you are gring to follow that prac tice,

for instance in the case of srmour & Company, that you men-
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tion, that we would have to put forward the date after

which you would not discount such paper. In other words
I do not think you could say arbitrarily that we would not
take any more irmour paper until we had a statement in
accordance with your views, but that on and after Jamuary
lst we will not discount the paper of any large concern,
with three or four subsidiaries, without having a complete
statement of the subsidiaries.

Governor 3eay: I hold that identical opininon, and
disoussed that very point, and to make a local application,
in the case of the Virginia~Carnlina Chemical Company,
we made a demand a few years ago nn them and they at first
declined to aocede to 1t, and we simply advised them that
the paper wnould not be acceptable. “ie told them that
if they so elected they might give us thnse statements in
eonfidence, and they decided to give us the statements.

e were unable to get such complete information as we
desired to enable us to absolutely determine on the
eligibility of the paper that was offere<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>